
Before the
PUBLIC SERVICE COMMISSION

OF SOUTH CAROLINA

In re:
Docket No.

Application of STi Prepaid, LLC
For a Certificate of Public Convenience
And Necessity to Provide Interexchange
Telecommunications Services and for
Alternative Regulation,

and

Joint Application of STi Prepaid, LLC
and Dialaround Enterprises Inc.
for Approval to Transfer the Assets of
Dialaround Enterprises Inc.
to STi Prepaid, LLC

APPLICATION

STi Prepaid, LLC ("STi Prepaid" ) submits its application for a Certificate of Public

Convenience and Necessity to provide intrastate resold telecommunications services in South

Carolina. In addition, STi Prepaid requests that the Public Service Commission of South

Carolina ("Commission" ) regulate its long distance business services, consumer card services,

private line services, and operator assisted service offerings in accordance with the principles and

procedures established for alternative regulations in Orders Nos. 95-1734 and 96-55 in Docket

No. 95-661-C, as modified by Order No. 2001-997 in Docket No. 2000-407-C. STi Prepaid and

Dialaround Enterprises Inc. ("DEI")(the "Joint Applicants" ) jointly request authority to transfer

certain assets to STi Prepaid. These requests are made pursuant to SC Code Ann. $$ 58-9-280,

58-9-300 and 58-9-310.

This docunientis an asact duplicate, with the

enception ofthe form ofthe signature, ofthe

e-filed copy submitted to the Commission in
accordance with its electronic filing instructions.
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Pursuant to an Asset Purchase and Contribution Agreement, by and among Leucadia

National Corporation ("Leucadia"), through its subsidiary STi Prepaid, LLC, to acquire a 75%

interest in the telecommunications business of DEI and its affiliates ("Sellers"). Sellers will

transfer and STi Prepaid will acquire the assets and assume certain liabilities of Sellers'

telecommunications business. After consummation of this transaction, STi Prepaid will provide

telecommunications services to former DEI customers. Specifically, STi Prepaid plans to

provide intrastate resold interexchange telecommunications services in South Carolina, including

dial-around and prepaid calling card services. Following approval of this transaction, DEI will

cease operations in South Carolina and surrender its authorizations.

For the reasons set forth below, the Joint Applicants respectfully request that the

Commission approve this Application by March 31, 2007, so that they can expeditiously close

the transaction and meet critical business objectives. STi Prepaid and DEI provide the following

information in support of this request:

1. THE APPLICANTS

A. STi Prepaid, LLC

STi Prepaid, a Delaware limited liability company, is an indirect wholly-owned

subsidiary of Leucadia, a publicly-traded New York corporation with headquarters at 315 Park

Avenue South, New York, NY 10010. STi Prepaid is a newly-formed entity that will hold DEI's

authorizations to provide telecommunications services after consummation of the transaction. A

copy of STi Prepaid's Certificate of Organization is attached as EXHIBIT 1. STi Prepaid's

Certificate of Authorization to transact business within the State of South Carolina as a foreign

corporation is attached as EXHIBIT 2. STi Prepaid is in the process of obtaining authority to
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provide interexchange telecommunications services throughout the United States. It does not

currently hold authority in any state.

The principal office of STi Prepaid is located at

30-50 Whitestone Expressway
4th Floor
Flushing, NY 11354
718-358-5390 (telephone)
718-732-7751 (facsimile)

Correspondence, orders, or other material concerning this Joint Application

should be directed to:

Bonnie D. Shealy
Robinson, McFadden 8'c Moore, P.C.
1901 Main Street, Suite 1200
Post Office Box 944
Columbia, SC 29202
803-779-8900 (telephone)
bshe aly@robinsonlaw. corn

Samer Tawfik
Chief Executive Officer
30-50 Whitestone Expressway, 4th Floor
Flushing, NY 11354
718-358-5390 (telephone)
718-732-7751 (facsimile)

Cherie R. Kiser
Mintz, Levin, Cohn, Ferris, Glovsky and Popeo, P.C.
701 Pennsylvania Avenue, NW, Suite 900
Washington, D.C. 20004
202-434-7300 (telephone)
202-434-7400 (facsimile)
crkisermintz. corn
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B. Dialaronnd Enterprises Inc.

DEI is a privately-held Delaware corporation. Samer Tawfik, a United States citizen, is

DEI's sole owner, The Commission authorized DEI to "resell various types of telephone

services including local exchange services (local dial-tone) to the public through the use of

facilities or services obtained &om other certified camers" in Docket No. 2003-20-C, Order No.

2003-478. on August 11, 2003 (hereinafter "Order No. 2003-478"). DEI currently provides

dial-around services in South Carolina. DEI is currently authorized to provide interexchange

services in all states except Alaska, Tennessee, and Delaware.

The principal office ofDEI is located at

30-50 Whitestone Expressway
4'" Floor
Flushing, New York 11354

The designated representatives for DEI for purposes of this application are:

Samer Tawfik
Chief Executive Of5cer
30-50 Whitestone Expressway, 4th Floor
Flushing, NY 11354
718-358-5390 (telephone)
718-732-7751 (facsimile)

Cherie R. Kiser
Mintz, Levin, Cohn, Ferris, Glovsky and Popeo, P.C.
701 Pennsylvania Avenue, NW, Suite 900
Washington, D.C. 20004
202-434-7300 (telephone)
202-434-7400 (facsimile)
crkiser@mintz. corn
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2. CERTIFICATION APPLICATION

A,. Descriptiou of Authority Requested

1. STi Prepaid seeks authority to operate as a reseller of intrastate interexchange

telecommunications services to the public on a statewide basis. Applicant seeks authority to

offer a full range of "1+"interexchange services on a resale basis. STi Prepaid's switches will

be located in New York.

2. STi Prepaid does not intend to provide 900 or 700 services.

3, STi Prepaid intends to offer service on a resold basis using the facilities of other

carriers certificated in South Carolina.

B. Proposed Services

4. STi Prepaid will provide dial-around services, which are the same type of

telecommunications services currently being offered by DEI in South Carolina, and will also

provide prepaid calling card services.

DEI currently provides resold interexchange telecommunications services in

South Carolina pursuant to the Tariff Applicable to Interexchange Reseller Services Within the

State of South Carolina Provided by Dialaround Enterprises, Inc, SC Tariff No. 1, effective

August 11, 2003. Immediately following consummation of the transaction, STi Prepaid will

adopt DEI's South Carolina intrastate tariff and continue to offer consumers the same services at

the same rates, terms, and conditions as were previously offered by DEI. Upon completion of

this transaction, DEI will withdraw its existing tariff in its name in connection with the surrender

of its telecommunications authority in South Carolina.
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C. Description and Fitness of STi Prepaid

6. STi Prepaid is well-qualified to provide telecommunications services in South

Carolina. STi Prepaid will utilize a significant number of the same employees and the same

assets that DEI currently uses to provide telecommunications services in South Carolina, and will

therefore be well-positioned to provide the same quality services that DEI currently provides.

Moreover, STi Prepaid, together with DEI, has extensive managerial, financial and. technical

experience. The biographies of the persons responsible for the day-to-day operations of STi

Prepaid are attached as EXHIBIT 3 and demonstrates STi Prepaid's managerial and technical

qualifications to provide telecommunications service in South Carolina.

7. STi Prepaid has access to the capital and resources necessary to provide the

services for which authority is requested herein. Since STI Prepaid ia a newly formed entity it

will rely on the parent company, Leucadia, to provide financial support if needed during the

start-up phase. Attached are the following financial statements for Leucadia:

EXHIBIT 4 - Leucadia's SEC Form 10-Q for the Quarter ending September 30, 2006;
EXHIBIT 5 —Leucadia's SEC Form 10-K for the Year ending December 31, 2005;
EXHIBIT 6 —portion ofLeucadia's SEC Form 10-K/A filed on March 9, 2006
EXHIBIT 7 —portion ofLeucadia's SEC Form 10-K/A filed on March 24, 2006;
EXHIBIT 8 —portion ofLeucadia's SEC Form 10-K/A filed on November 3, 2006.

8. STi Prepaid will respond to complaints and regulatory maters with the same

resources and in the same ef5cient manner that DEI has done so.

' Due to the size of the 10-K Amendments only the exphnation portion for the amendment is filed, The entire 10-

K/A filed March 9, 2006, is available on request in paper or electronic version.

Due to the size of the 10-K Amendments only the explanation portion for the amendment is filed, The entire 10-

K/A filed March 24, 2006, is available on request in paper or electronic version' Due to the size of the 10-K Amendments only the explanation portion for the amendment is filed. The entire 10-

K/A filed November 3, 2006, is available on request in paper or electronic version
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D. Public Interest Considerations

9. STi Prepaid's entry into the South Carolina. marketplace is in the public interest

because STi Prepaid intends to make available an attractive blend of service quality and low rates.

10. In addition to the direct benefits delivered to the public by its services, STi Prepaid's

entry into the South Carolina marketplace will benefit the public indirectly by increasing the

competitive pressure felt by existing interexchange carriers ("IXCs") spurring them to lower costs

and improve services in response.

E. Alternative Regulatory Treatment

11. STi Prepaid is a non-dominant reseller of interexchange telecommunications

services, STi Prepaid requests to be regulated by the Commission in the same relaxed fashion

extended to other, similarly situated resellers. In Docket No. 95-661-C in response to a Petition

for Alternative Regulation by AT&T Communications of the Southern States, this Commission

determined that there was sufficient competition in the market for interexchange

telecommunication services to justify a relaxation in the manner in which AT&T was regulated.

STi Prepaid submits that as a competitor of all interexchange telecommunications service

providers, it is appropriate to extend the same reduced regulatory treatment to STi Prepaid that

has been granted to AT&T. STi Prepaid requests that its long distance business services,

consumer card services, and operator service offerings be regulated under this form of relaxed

regulation.

F. Waivers

12. STi Prepaid respectfully requests a waiver of the Commission's requirement

under 26 S.C. Regs. 103-610 to keep its books and records in the State of South Carolina. It

would present a hardship upon the company to maintain a separate set of books in South
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Carolina since the company's headquarters are located in New York. The company will have a

registered agent located within the state and understands that it will bear any costs associated

with the Commission's inspection of its books and records.

13. STi Prepaid also respectfully requests a waiver of any Commission policy that

would require it to maintain its books under the Uniform System of Accounts ("USOA")

method. The company currently uses Generally Accepted Accounting Principals ("GAAP") to

maintain its books. Therefore, it would create a hardship to maintain a separate accounting

system.

3. DKSCMPTION OF THK TRANSACTION

On January 23, 2007, DEI and Sellers entered into an Asset Purchase and Contribution

Agreement ("Agreement" ) with STi Prepaid and certain of its affiliates pursuant to which Sellers

agreed to transfer all or substantially all of their assets and liabilities to STi Prepaid, including

the authorizations held by DEI to provide telecommunications services (the "Transaction" ).

Consummation of the Transaction is contingent on, among other things, receipt of all necessary

regulatory approvals.

Pursuant to the terms of the Agreement, STi Prepaid will purchase seventy-five percent

(75%) of the assets and assume seventy-Bve percent (75%) of the Sellers' liabilities. The assets

to be transferred by the Sellers to STi Prepaid include DEI's authorizations to provide

telecommunications services. At the completion of the Transaction, STi Prepaid will hold DEI's

authorizations to provide telecommunications services.

The remaining twenty-five percent (25%) of STi Prepaid will be held by Samer Tawfik

through a new limited liability company, ST Finance, I-LC ("ST Finance" ), which will be

formed at or prior to the consummation of the Transaction. Samer Tawfik will hold one hundred
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percent (100%) of the membership interests in ST Finance. Samer Tawfik will capitalize ST

Finance by contributing the remaining twenty-five percent (25%) of Sellers' assets and liabilities

to ST Finance (other than assets and liabilities excluded &om the Transaction pursuant to the

Agreement). ST Finance will then contribute the twenty-five percent (25%) share of the assets

and liabilities it received &om Sam Tawfik and Sellers to STi Prepaid in exchange for ST

Finance holding a twenty-five percent (25%) membership interest in STi Prepaid. A diagram

showing the Transaction and pre- and post-close corporate structure is provided in EXHIBIT 9.

The proposed Transaction furthers the public interest, convenience, and necessity. The

assignment of DEI's assets to STi Prepaid will benefit consumers by ensuring that they continue

to have a wide range of telecommunications choices in the long distance market. As an sf61iate

of Leucadia, a publicly-traded company, STi Prepaid will have access to the public capital

markets that can provide support for the expansion of the services that DEI currently offers. STi

Prepaid will benefit from DEI's experience providing telecommunications services, which will

be further enhanced by STi Prepaid's access to the telecommunications expertise of Leucadia,

which previously has managed numerous other providers of telecommunications services

through various subsidiaries. The combination of DEI's existing technical experience and

Leucadia's financial backing will enhance STi Prepaid's ability to efficiently provide and expand

its services.

The proposed Transaction does not present any anticompetitive issues. Consumers

utilizing DEI's dial-around services will continue to receive high-quality telecommunications

services without interruption and without change in rates, terms, or conditions. Accordingly, the

contemplated Transaction will be virtually transparent to consumers. Upon completion of this
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Transaction, DEI requests authority to withdraw its existing tariff in connection with the

surrender of its telecommunications authorizations in South Carolina.

Customer notice is not required in this case because DEI does not have a dedicated

customer base. DEI's services can be used by any person at any time by dialing a specified

access code prior to making a telephone call. DEI has no knowledge of the identity of the

persons that utilize its dial-around services, and has no relationship with the person utilizing the

dial-around code (a third-party billing and collection vendor interacts with the customer after the

dial-around service is used), Accordingly, customer notification of this Transaction is

unnecessary and would be almost impossible.

CONCLUSION

For the reasons stated above, the Joint Applicants submit that approval of the transfer of

DEI's assets and liabilities to STi Prepaid pursuant to the Agreement is in the public interest.

Moreover, STi Prepaid has demonstrated the requisite financial, managerial, and technical

expertise required to hold a certificate of public convenience and necessity to provide resold

telecommunications services in South Carolina. Accordingly, the Applicants respectfully request

Commission approval of this Joint Application, the issuance of a certificate of public

convenience and necessity for STi Prepaid to provide resold telecommunications services, and

alternative regulation of STi Prepaid's business long distance, consumer card, and operator

service offerings.
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Dated this 27 day ofFebruary, 2007.

ROBINSON, MCFADDEN & M ORE, PC

Bonnie D. Shealy
1901Main Street, Suite 1200
Post Office Box 944
Columbia, SC 29202
803-779-8900 (telephone)
bshealy@robinsonlaw.

corn

and of counsel

Cherie R. Kiser
Mintz, Levin, Cohn, Ferris, Glovsky & Popeo, PC
701 Pennsylvania Avenue, NW, Suite 900
Washington, D.C. 20004
202-434-7300 (telephone)
crkisermintz. corn

Attorneys for Dialaround Enterprises Inc and STi
Prepaid, LLC
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LIST OF EXHIBITS

1. STi Prepaid, LLC Certificate of Organization

2. STi Prepaid, LLC Certificate of Authority to Operate in South Carolina as Foreign
Corporation

3.

5.

6.

8.

STi Prepaid, LLC Management Resumes

Leucadia's SEC Form 10-Q for the Quarter ending September 30, 2006;

Leucadia's SEC Form 10-K for the Year ending December 31,2005;

portion of Leucadia's SEC Form 10-K/A Ned on March 9, 2006;

portion of Leucadia's SEC Form 10-K/A filed on March 24, 2006;

portion of Leucadia's SEC Form 10-K/A filed on November 3, 2006

9. Corporate Diagram for Asset Transfer
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EXHIBIT 1

STi Prepaid, LLC
Certificate of Organization

This document is an eruct dupNcate, wiN the
erception ofthe forni ofthe signature, ofthe
e-filed copy submitted to the Commission in
accordance with its eiectronicftiing instructions.
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PAGE

alfie /erst State

I, HARRIET SMITH WINDSOR, SECRETARY OF STATE OF THE STATE OF

DELAWARE, DO HEREBY CERTIFY "STI PREPAIDr LLC" IS DULY FORMED

UNDER THE LAWS OF THE STATE OF DELAWARE AND IS IN GOOD STANDING

AND HAS A LEGAL EXISTENCE SO FAR AS THE RECORDS OF THIS OFFICE

SHOW, AS OF THE TWELFTH DAY OF JMVMY, A. D. 2007.

AND I DO HEREBY FURTHER CERTIFY THAT THE SAID "STI PREPAID,

LLC" WAS FORMED ON THE NINETEENTH DAY OF DECEMBER A. D. 2006.

AND I DO HEREBY FURTHER CERTIFY THAT THE ANNUAL BOXES HAVE

NOT BEEN ASSESSED TO DATE.

4272215 8300

0 700402 79 &sw

Harriet Smith Windsor, Secretary of Stats
AUTHENTICATION: 535110 7

DATE: 02-22-07



PAGE 1

%e /irsf State

I, HARRIET SMITH WINDSOR, SECRETARY OF STATE OF THE STATE OF

DEMWAREi DO HEREBY CERTIFY THE ATTACHED ARK TRUE AND CORRECT

COPIES OF ALL DOCUMENTS ON FILE OF "STI PREPAID' LLC" AS

RECEIVED AND FILED IN THIS OFFICE.

THE FOLLOWING DOCK%&PS HAVE BEEN CERTIFIED:

CERTIFICATE OF FORMATION, FILED THE NINETEENTH DAY OF

DECEMBER, A. D. 2006, AT 10:23 O'CLOCR P.M.

AND I DO HEREBY FURTHER CERTIFY THAT THE AFORESAID

CZRTIFICATES ARE THE ONLY CERTIFICATZS ON RECORD OF THE

2LZORESAID LIMITED LIABILITY COMPANYr STI PREPAIDr LLC

g Q'rs

Lg a4271215 8100H o

070040179

Harriet Smith Windsor, Secretary of State
AUTHENTICATION: 5351108

DATE: 01-12-07



State of Ielcweze
Secze4sry of S&te

E&iaion of Gmpanaeioes
Zhlivazecf 11:10E% 12/19/2006

FELED 10;23 Z%f 12/19/2006
SRV 061166065 —4271215 ELKS

CERTIHCATE OF FORMATION

OF

STi PREPAID, LLC

This Certificate ofFormation of STi Prepaid, LLC (the "LLC")is being
duly executed and filed by Andrea A. Bernstein as an authorized person, to form a
limited liability company under the Delaware Limitoi Liability Company Act (6 Del.C.
$ 18-101,et st.

FIRST: The name of the limited liability company formed hereby is

STi Prepaid, LLC

SECOND: The address of the LLC's registered office in the State of
Delaware is Corporation Trust Center, 1209 Orange Street, City of Wilmington, County
ofNew Castle, State of Delaware 19801. The Corporation Trust Company is the LLC's
registered agent at that address.

THIRD: This Certificate of Formation shall be effective on the date of

IN W1TNESS WHEREOF, the undersigned has executed this Certificate
ofFormation this 19th day ofDecember, 2006.

By: /s/ An a A. ste'
Name: Andrea A. Bernstein
Title: Authorized Person

NY2&l 1I 2 l364 lUOl9COI I~WQ0.0284



EX[@BIT2

STi Prepaid, LLC
Certificate of Authority for Foreign Corporation
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The State o South Carolina

Office ofSecretary ofState Mark Hammond

Certificate of Authorization

I, Nlark Hammond, Secretary of State of South Carolina Hereby certify that:

STI PREPAID, LLC, A Limited Liability Company duly organized under the laws
of the State of DELAWARE, and issued a certificate of authority to transact
business in South Carolina on February 7th, 2007, with a duration that is at will,
has as of this date filed all reports due this office, paid all fees, taxes and
penalties owed to the Secretary of State, that the Secretary of State has riot
mailed notice to the company that it is subject to being dissolved by
administrative action pursuant to section 33-44-809 of the South Carolina Code,
and that the company has not filed a certificate of cancellation as of the date
hereof.

Given under my Hand and the Great
Seal of the State of South Carolina this
22nd day of February, 2007.

Mark Hammond, Secretary of State



EXHIBIT 3

STi Prepaid, LLC
Management Resumes
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STi PREPAID, LLC.
MANAGEMAL AND TECHNICAL EXPERTISE

Sam Tawfik is Chief Executive Of5cer of STi Prepaid, LLC. Mr. Tawfik also serves as
Chairman and CEO of Dialaround Enterprises Inc. Mr. Tawfik has significant
telecommunications experience as the founder and CEO of PT-1 Communications lnc, in
the early 1990s. He built PT-1 to be the largest prepaid calling card company in the
world and the top 10 facilities based long distance provider before selling it to STAR
Telecom in 1999. Mr. Tawfik also founded Telco Group Inc, and built that company to
be one of the leading facilities based prepaid communication providers in the United
States. Mr. Tawfik has over fifteen years of experience in sales, marketing, and
distribution with the last five years in the field of telecommunications.

Douglas Barley is Chief financial Officer of STi Prepaid, LLC. Mr. Barley also serves
as Assistant Secretary of Dialaround Enterprises Inc, Mr. Barley also serves as Chief
Financial Officer and Assistant Secretary for Telco Group, Inc. and Affiliates since
March 12, 2001. Immediately prior to joining Telco Group, Inc., he served as Chief
Financial Officer for AllNetHoldings. corn, a startup enterprise engaged in online
brokerage and web-based financial services. From 1996 to 1999,Mr. Barley was a
minority shareholder of PT-1 Communications, Inc. where he served as Chief Financial
Officer, Secretary, and Director. At the time of its sale to STAR Telecommunications in

1999,PT-1 had reached over $550 million in annual revenues with the combined

companies representing the 7 largest long distance service provider in the United States.
Prom 1979 to 1996,Mr. Barley worked for several international and regional auditing

and consulting firms performing management advisory and auditing services for a diverse
base of multinational and regional public and private enterprises. Mr. Barley specialized
in SEC registrations and reporting for numerous high-tech growth. and technology
companies. Licensed by New York State as a CPA since 1985, Mr. Barley has been a
member of the NYSSCPA and served on their Accounting and Auditing Committee. He
has also been a member of the AICPA and lectured on various accounting, auditing and

financial reporting topics. Mr. Barley attended Duke University and C.W, Post College.

Richard Rebetti is Vice President of Operations of STi Prepaid, LLC. Mr. Rebetti also

serves as Senior Vice President of Switched Services of Dialaround Enterprises

Inc, Mr. Rebetti has also served as the Chief Operating Officer of Telco Group Inc. since
December 2002. He is currently responsible for Information Systems, Customer Service,

Quality Assurance, Mobile Activation, Care and Support. Mr. Rebetti was a co-founder

ofNorth American Telecommunications Corp. ("NATC") a competitive local exchange

carrier, where he was responsible for Information Systems, Internet Services, service

delivery and Operational Support Systems, billing, corporate marketing and client care
Rom September of 1997 through February of2001. Prior to working for NATC, Mr.

Rebetti worked for RSL COM, U.S.A., Inc. , formally ITC a long distance and prepaid

card company. He was a co-founder of ITC and was responsible for setting up and

managing the accounting, billing and M.I.S. departments and was President ofRSL Com

PriceCall, Inc. the prepaid card division ofRSL COM, U.S.A., Inc. where he increased

revenue Rom $4,000,000 in 1995 to $40,000,000 in annualized revenue for 1997. Mr.



Rebetti has a Bachelors of Science Degree in Finance and an Advanced Professional

Certi6cate in Accounting from St. John's University, New York, as well as a Masters of
Business Administration in Management Rom City University ofNew York, Baruch

College.

Jason N. Welch is Vice President ofNetworks for STi Prepaid, LLC. Mr. Welch also

serves as Executive Vice President ofNetwork Operations also directing vendor

management, provisioning and switch operations ofTelco Group Inc. since 2003.
Immediately prior to joining Telco Group, Mr. Welch held several management positions

with Citizens Communications Rom 2001 to 2003 managing a portfolio of $125 million

in annual vendor accounts and $600 million in carrier revenue. From 1992 to 2001, Mr.
Welch held sales and carrier account management positions with Global Crossing,
Frontier Corporation and Rochester Tel Mobile.
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EXHIBIT 4

Leucadia's SEC Form 10-Q
For Quarter Ending September 30, 2006
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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20S49

Px

FonM 10-Q
QUARTERLY, REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE

SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2006

OR

~SITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number 1-5721

LEUCAOIA NATIONAL CORPORATION
(Exact name of registrant as specified in its Charter)

New York
(State or other jurisdiction of
incorporation or organization)

13-2615557
(f,R.S. Employer

Identification Number)

315 Park Avenue South, New York, New York 10010-3607
(Address of principal executive offices) (Zip Code)

(212) 460-1900
(Registrant's telephone number, including area code)

N/A
(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant (1)has Gled all reports required to be filed by Section 13
or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter
period that the registrant was required to Gle such reports), and (2) has been subject to such filing
requirements for the past 90 days.

Yes Qx No H

Indicate by check mark whether the registrant is a large accelerated Gler, an accelerated filer, or a non-
accelerated Gler. See definition of "accelerated Gler and large accelerated filer" in Rule 12b-2 of the
Exchange Act. (Check one):
Large accelerated filer gx Accelerated filer g Non-accelerated filer Q

Indicate by check mark whether the registrant is a shell company (as deGned in Rule 12b-2 of the
Exchange Act).

Yes 3 No g
APPLICABLE ONLY TO CORPORATE ISSUERS Indicate the number of shares outstanding of
each of the issuer's classes of common stock, at November 1, 2006 216,329,442.



Item 1.Finttncial Statements.

PART I—FINANCIAL INFORMATION

LEUCADIA NATIONAL CORPORATION AND SUBSIDIARIES
Consolidated Balance Sheets
September 30, 2006 and December 31, 2005
(Dollars in thousands, except par value)

Assets
Current assets:

Cash and cash equivalents .
Investments
Trade, notes and other receivables, net
Prepaids and other current assets .. ...

Total current assets.
Restricted cash
Non-current investments.
Notes and other receivables, net.
Intangible assets, net and goodwill
Deferred tax asset, net
Other assets .
Property, equipment and leasehold improvements, net
Investments in associated companies

Total.

September 30,
2006

(Unaudited)

$301,019
980,144
100,005
173,165

lt554P33
18t262~,382
29,801
61/93

972,876
369,576
236,095
709,815

$5/24, 433

December 31,
2lX5

$386,957
1,323/62

377/16
140,880

2,228,615
27,018

977/27
22,747
85,083

1,094,017
213/83
237,021
375,473

$5/60, 884

Liabilities
Current liabilities:

Trade payables and expense accruals.
Other current liabilities
Debt due within one year
Income taxes payable ..

Total current liabilities. .... . . , ... ...
Other non-cunent liabilities
Long-term debt

Total liabilities,

Commitments and contingencies

Minority interest

$103,327
5,633

184,079
10 978

304,017
109,655
Ã2 637

$259,778
23,783

175,664
15,171

474/96
121,893
986,718

15,963

1@86@09 1/83,007

Shareholders' Equity
Common shares, par value $1 per share, authorized 300,000,000 shares;

216,326,442 and 216,0S8,016 shares issued and outstanding, after
deducting S6,875,963 and 56,874,929 shares held in treasury. .... .. , ..

Additional paid-in capital
Accumulated other comprehensive loss.
Retained earnings

Total shareholders' equity

Total

216,326
517,783

(113,132)
3+03,634

~3824~611

$5/24, 433

216,058
501,914
(81,502)

3,025,444

3,661,914

$SP,60,884

See notes to interim consolidated financial statements.



LEUCADIA NATIONAL CORPORATION AND SUBSIDIARIES
Consolidated Statements of Operations
For the periods ended September 30, 2006 and 200S
(In thousands, except per share amounts)
(Unaudited)

For the Three Month
Period Ended Se tember 30,

2005

For the Nine Month
Period Ended September 30,

Revenues and Other Income:
Manufacturing
Investment and other income . .
Net securities gains .

Expenses:
Manufacturing cost of sales. . . . . . . . ..
Interest
Salaries and incentive compensation „,
Depreciation and amortization. ......„
Selling, general and other expenses. .. ,

$105475
48,609
~16 259

~170 243

91,909
22,843
19@71
5,855

35,707

$115,066
47/03
85 706

248 275

98,019
16,203
13,256
4,296

29,641

$343,180
243,706
99,391

290,698
61,541
62,042
16,187

108,570

$223,991
111,899
132,732

468,622

189,140
49,240
33316
13,675
85423

176/85 161,415 539,038 370,494

Income (loss) Born continuing
operat&ons before income taxes and
equity in income (losses) of associated
companies,

Income taxes .
Income from continuing operations

before equity in income (losses) of
associated companies. . . .. ... ........ ..

Equity in income (losses) of associated
companies, net of taxes .

Income from continuing operations. .., ..
Income (loss) from discontinued operations,

net of taxes
Gain on disposal of discontinued operations,

net of taxes

Net income. ......

(6$042)
~8,709)

3,740

(2,717)

59,454

$60,477

111,745 98,368 1+29,937

~66,531

45,214

58,770

24,336

122,704

(3,870)

11,962

1,241,899

81~1

130 59456 54,708
$104,114 $178@90 $1377838

86,860 147,239 98,128
~24,885 48,871 ~1,131,809

Basic earnings (loss) per common share:
Income from continumg operations
Income (loss) from discontinued operations ..
Gain on disposal of discontinued operations

Net income,
Diluted earnings (loss) per common share:

Income from continuing operations ... , . .....
Income (loss) from discontinued operations ..
Gain on disposal of discontinued operations .

Net income. ......

$ .02
(.01)
27

$ .28

$ .02
(.01)
2Ai

$27

$.21
.27

$.48

$,21
,26

$.47

$S7
(.02)

27
$ .82

$86
(.02)
26

$W

$5.77
38
.25

$6.40

$5.42
.35
24

$6.01

See notes to interim consolidated ftnancial statements,



LEUCADIA NATIONAL CORPORATION AND SUBSIDIARIES
Consolidated Statements of Cash Flows
For the nine months ended September 30, 2006 and 200'
(In thousands)
(Unaudited)

2006 2005

Net cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash provided by operations:

Deferred income tax provision (benefit).
Depreciation and amortization of property, equipment and leasehold

improvements . .
Other ainortization
Share-based compensation.
Excess tax benefit from exercise of stock options .
Provision for doubtful accounts. ,
Net securities gains.
Equity in income of associated companies
Distributions from associated companies .
Net gains related to real estate, property and equipment, and other assets. ......
Gain on disposal of discontinued operations.
Investments classified as trading, net
Net change in:

Restricted cash.
Trade, notes and other receivables.
Prepaids and other assets
Trade payables and expense accruals.
Other liabilities
Income taxes payable

Other.
Net cash provided by operating activities

Net cash flows from investing activities:
Acquisition of property, equipment and leasehold improvements. .... ., . .... , ..... ,
Acquisitions of and capital expenditures for real estate investments. . .. ...„.... ...
Proceeds from disposals of real estate, property and equipment, and other assets „
Proceeds from sale of discontinued operations, net of expenses and cash of

operations sold
Collection of Premier's insurance proceeds
Acquisitions, net of cash acquired
Net change in restricted cash
Advances on notes and other receivables.
Collections on notes, loan and other receivables.
Investments in associated companies.
Distributions from associated companies.
Investment in Fortescue Metals Group Ltd.
Purchases of investments (other than short-texm)
Proceeds from matuxities of investments.
Proceeds from sales of investmexits

Net cash used for investing activities.

Net cash flows from fmancmg activities:
Net change in customer banking deposits.
Issuance of long-term debt
Reduction of long-term debt
Issuance of common shares
Puxchase of common shares for treasury.
Excess tax benefit from exercise of stock options.
Other

Net cash provided by (used for) financing activities. .. .., ........ . .. , . , „.....
Effect of foreign exchange rate changes on cash

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at January I,
Cash and cash equivalents at September 30,

178,190 $1/77,838

963344 (1,135,100)

28,171
(9 6)36)
123390

(376)
1,005

(99@91)
(38,792)
74/09

(99@44)
(94,616)(3')

8,625
156/84

(1P94)
(127~2)
(15')
(4,179)
8/88

68,641

142/74
2,132

3,951
(135,009)
(12,692)
89/93

(36,968)
(56,708)
19,472

(9,152)
31,860

(14,743)
17,133)
28,823)
(1,634)

(673)
218/85

(33,659)
(5'79398)
1796)85

115404
109/83

(105+82)
(91,640)
(23@88)
21,790

(267/73)
2,040

(408I030)
(3,010,495)

893@39
29483,093

(109/59)
(20353)
27/79

101@60

(172,622
(2,415

(100
3,015

(6,241)
2,619

(2,342,929)
977,805

1,417/22

(24/65)
70,765

(58,978)
1,584

~664

61,739
(34,042)

3,404
(33)
376

6,364
39,868 ~11,858)

44 ~880)
(85+38)
3866)57

301,019

80,928
486,948

$ S67,876

(292,431) ~124,619)

See notes to interim consolidated financial statements.



LEUCADIA NATIONAL CORPORATION AND SUBSIDIARIES
Consolidated Statements of Changes in Shareholders' Equity
For the nine months ended September 30, 2006 and 2005
(In thousaads, except par value)
(Unaudited)

Common
Shares
$1 Par
Value

Accumulated
Additional Other

Paid-In Comprehensive Retained
~Ca ital iaaama (Laat) 8att4ata Total

Balance, January 1, 2005. ........... . ..
Comprehensive income:

Net chaage ia unrealized gain (loss)
on investmeats, net of taxes of $0.

Net change in unrealized foreign
exchange gain (loss), net of taxes
of $0

Net change in unrealized gain (loss)
on derivative instruments, net of
taxes of $0 ... .

Net income,

Comprehensive income. ......... . .
Issuance of common shares oa

acquisition of minority interest in
MK Resources Company .......... ..

Exercise of options to purchase .
common shares

Balance, September 30, 2005. ........„
Balance, January 1, 2006. ............. .
Comprehensive income:

Net change in unrealized gain (loss)
on investments, aet of taxes of
$18,163

Net change in unrealized foreign
exchange gain (loss), net of taxes
of $298.

Net change in uarealized gain (loss)
on derivative instruments, aet of
taxes of $84

Net income ..
Comprehensive income. ...........

Share-based compensation expense .. .
Exercise of options to purchase

common shares, including excess tax
benefit

Purchase of common shares for
treasury

Balance, September 30, 2006. ..........

$215/01 $490,903 $136,138 $1,416,411 $2,258,653

(95,818)

(14,802)

(95,818)

(14,802)

2@95 2,395
1,377,838 1,377,838

1,269,613

668 12,191 12,859

192 1,392 1,584
$216,061 $504,486 $27,913 $2,794/49 $3,542,709

$216,058 $501,914 $ (81/02) $3',444 $3,661,914

(32,009) (32,009)

526 526

12,390

(147) (147)
178,190 178,190

146,560

12,390

269 3/11 3,780~1 ~32 ~33
$216P26 $317,783 ~$113,332 $3/03, 634 $3,824,611

See notes to interim consolidated fmancial statements.



LEUCADIA NATIONAL CORPORATION AND SUBSIDIARIES

Notes to Interim Consolidated Bnancial Statemenh

1. The unaudited interim consolidated financial statements, which reflect all adjustments (consisting of
normal recurring items or items discussed herein) that management believes necessary to present
fairly results of interim operations, should be read in conjunction with the Notes to Consolidated
Financial Statements (including the Summary of Significant Accounting Policies) induded in the
Company's audited consolidated financial statements for the year ended December 31, 2005, which
are included in the Company's Annual Report Gled on Form 10-K, as amended by Form 10-K/A, for
such year (the "2005 10-K").Results of operations for interim periods are not necessarily indicative
of annual results of operations. The consolidated balance sheet at December 31, 2005 was extracted
from the audited annual Qnancial statements and does not include all disclosures required by
accounting principles generally accepted in the United States of America ("GAAP") for annual
financial statements.

On June 14, 2006, a two-for-one stock split was effected in the form of a 100% stock dividend that
was paid to shareholders of record on May 30, 2006. The financial statements (and notes thereto)
give retroactive effect to the stoclr. split for all periods presented,

In June 2006, the Financial Accounting Standards Board ("FASB")issued FASB Interpretation No,
48, "Accounting for Uncertainty in Income Taxes-an Interpretation of FASB Statement No. 109"
("FIN 48"), which prescribes the accounting for and disclosure of uncertainty in income tax
positions. FIN 48 defines the criteria that must be met before any part of the beneGt of a tax position
can be recognized in the financial statements, provides guidance for the measurement of tax benefits
recognized and guidance for classification and disclosure. FIN 48 is effective for fiscal years
beginning after December 15, 2006, with the cumulative effect of the change in accounting principle
recorded as an adjustment to opening retained earnings. The Company is currently evaluating the
impact of adopting FIN 48 on its consolidated financial statements.

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157, "Fair
Value Measurements" ("SFAS 157"), which defines fair value, establishes a framework for
measuring fair value and expands disclosures about fair value measurements. SFAS 157 is effective
for fiscal years beginning after November 15, 2007. The Company is cuirently evaluating the impact
of adopting SFAS 157 on its consolidated financial statements.

In September 2006, the FASB issued Statement of Finanual Accounting Standards No, 158,
"Employers' Accounting for Defined Beaefit Pension and Other Postretirement Plans —an
amendment of FASB Statements No. 87, 88, 106, and 132(R)" ("SFAS 158"), which requires'
companies to recognize on their balance sheet a net liability or asset for the funded status of their
defined benefit pension and other postretirement plans, recognize changes in funded status through
comprehensive income and provide additional footnote disclosures. SFAS 158 is effective for
publicly traded calendar year-end companies as of December 31, 2006. In addition, SFAS 158
requires companies to measure the funded status of their plans as of the date of its fiscal year-end,
with limited exceptions, effective for fiscal years ending after December 15, 2008. The Company is
currently evaluating the impact of adopting SFAS 158 on its consolidated financial statements, but
does not believe it will have a material impact.

Certam amounts for prior periods have also- been reclassified to be consistent with the 2006
presentation, and to reGect as discontinued operations WiITel Communications Group, LLC
("WiITel"), which was sold during the fourth quarter of 2005, Symphony Health Services, LLC
("Symphony" ), which was sold in July 2006, and ATX Communications, Inc. ("ATX"), which was
sold in September 2006. For more information concerning the sales, see Note 9.

2. Results of operations for the Company's segments are reflected from the date of acquisition. The
primary measure of segment operating results and profitability used by the Company is income (loss)
from continuing operations before income taxes and equity in income (losses) of associated
companies. As a result of the classification of Symphony and ATX as discontinued operations, the



Notes to Interim Consolidated Bnaaciai Staternertts, continued

Compaay no longer has a healthcare services segment or a telecommunications segmeat; for
information about the Company's new gaming entertainment segment, see Note 17.

Certain information concerning the Company's segments for the three aad nine month periods
ended September 30, 2006 aad 2005 is presented in the following table (in thousands).

For the Three Month For the Nine Month
Period Ended Period Ended
September 30, September 30,

2006 2005 2N6 2005

Revenues and other income (a)r
Manufacturing:

Idaho Timber
Plastics .

Gaming Entertainment
Domestic Real Estate
Other Operations.
Corporate (b).

Total consolidated revenues and other income . .
Income (loss) from continuing operations before

Income taxes aad esty m mcome (losses) of
associated companies:
Maaufacturiag:

Idaho Timber
Plastics. . . , .

Gaming Entertainment
Domestic Real Estate
Other Operations (c) .
Corporate (b)

Total consolidated income (loss) from
continuing operations before income taxes
and equity ia income (losses) of associated
companies

$77,614
27+44
~99
49951

U,474
45,661

$90,887
24/00

4,824
31,421
96,643

$261+95
82,175
2,441

769836
30,151

232,779

$154,419
69,943

22,116
49,614

172,530

$ 335
~0
(830)

(2&3)
($9856)

512

$4,463
4,344

1,034
15,403
61,616

$11+71
15@74

(217)
48~

(22,657)
94,423

$4,112
12+89

1/76
10,&32

69/19

~$6,042) $86,860 $142489 $98,128

$17OPA3 $248/75 $686+77 $468,622

(a) Revenues and other income for each segment include amounts for services rendered and
products sold, as well as segment reported amouats classi6ed as investment and other income
and net securities gains on the Company's consolidated statements of operations.

(b) Includes aet securities gains of $16,300,000 aad $75,800,000 for the three month periods ended
September 30, 2006 and 2005, respectively, and $99,400,000 and $123400,000 for the nine month
periods ended September 30, 2006 and 2005, respectively. Net securities gains indude provisions
of $9,700,000 and $4,000,000 for the three month periods eaded September 30, 2006 and 2005,
respectively, and $12@00,000 aad $7/00, 000 for the nine month periods eaded September 30,
2006 and 2005, respectively, to write down iavestmeats in certain available for sale securities due
to declines in market value determined to be other than temporary.

(c) Losses ia other operations for the 2006 periods principally relate to research and development
expenses and operating expenses of the Company's medical product development subsidiary.

For the three month periods ended September 30, 2006 aad 2005, income from continuing operations
has been reduced by depreciation aad amortization expenses of $10,400,000 aad $8,300,000,
respectively; such amounts are primarily comprised of Corporate ($2,900,000 aad $2,700,000,
respectively); maaufacturiag ($4,400,000 and $4,000,000, respectively) and other operations
($1,700,000 and $1,500,000, respectively). For the nine month periods ended September 30, 2006
aad 2005, income from continuing operations has been reduced by depreciation aad amortization
expenses of $29,300,000 and $24,000,000, respectively; such amounts are primarily comprised of
Corporate ($8,800,000 aad $8,000,000, respectively), manufacturing ($13,000,000 and $9,900,000,



Notes to Interim Consohdttted Financial Statements, continued

respectively) and other operations ($4@00,000 and $4400,000, respectively). Depreciation and
amortization expenses for other segments are not material.

For the three month periods ended September 30, 2006 and 2005, income from continuing operations
has been reduced by interest expense of $22,800,000 and $16/00,000, respectively; such amounts are
primarily comprised of Corporate ($18,100,000 and $15,900,000, respectively), gaming entertainment
($4,700,000 in 2006) and other operations ($300,000 in 2005). For the aine month periods ended
September 30, 2006 and 2005, income from continuing operations has been reduced by interest
expense of $61,500,000 and $49,200,000, respectively; such amounts are primarily comprised of
Corporate ($53,100,000 and $47,000,000, respectively), gaming entertainment ($8,000,000 in 2006)
and other operations ($1/00,000 in 2005). Interest expense for other segments is not material.

3, The following tables provide summarized data with respect to sigmficaat investments in associated
compaaies accouated for under the equity method of accountiag for the periods the investments
were owned by the Company. The information is provided for those investments whose relative
significance to the Company could result in the Company including separate audited fmancial
statements for such investments in its Annual Report on Form 10-K for the year ended December
31, 2006 (ia thousands).

September 30, September 30,
2006 2005

EagleRock Capital Partners (QP), LP ("EagleRock"):
Total revenues
Income (loss) fmm continuing operations before extraordinary items . .
Net income (loss)
The Company's equity in net income (loss)

Jefferies Partners Opportunity Fund II, LLC ("JPOF II"):
Total revenues
Income from continuing operations before extraordinary items . . . ...
Net income .
The Company's equity in net income .

$37+00
36,300
36,300
23+00

$31,600
29/00
29/00
19/00

$10/00 $(16,800)
9,600 (18,000)
9,600 (18,000)
7,100 (13/00)

4. A summary of investmeats at September 30, 2006 and December 31, 2005 is as follows (in
thousands):

S tember 30, 2006 December 31, 2005

Carrying Value '
Carrying Value

Amortized and Estnnated Amortized and Eshmated
Cost Fair Value Cost Fair Value

Current Investments:
Investments available for sale . . .......
Trading securities. .„..
Other investments, including accrued

interest income

Total current investments .. . . . ...
Noa-current Investments:

Investments available for sale . . ..
Other investments .

Total non-current investments. .

$859@98 $862,373 $1@06,973 $1/06, 195
103,445 102P75 103,97S 105/41

14,796 14,796 11,826 11,826

$977r439 $980,144 $1/22, 777 $1+23/62

$1,09~ $1$01t478 $762,17S $825,716
~170904 170/04 151,611 151,611

+$265+84 $1W2P82 $913,789 $977@27

During the first quarter of 2006, the Company sold all of its 115,000,000 shares of Level 3
Communications, Iac. common stock that it had received in connection with the sale of WilTel for
total proceeds of $376,600,000 and recorded a pre-tax gain of $37,400,000.



litotes to Interim Consolidated Financial Statements, continued

5. A summary of intangible assets, net and goodwill at September 30, 2006 and December 31, 2005 is as
follows (in thousands):

September 30,
2000

December 31,
2005

Intangibles:
Customer relationships, net of accumulated amortization of $9,980

and $6,686
Tradexnarks and tradename, net of accumulated amortization of

$192 and $268.
Software, net of accumulated amortization of $0 and $701 .. . . .. .. ..
Patents, net of accumulated amortization of $259 and $142 . . . . . ....
Other, net of accumulated amortization of $1,583 and $1,488, , , . . ..

Goodwill.

1,662

2,071
788

8,151

$~61 93

4,140
4@99
2,188
1,446

13,999

$85,0E3

$48 621 $58,911

During the nine months ended September 30, 2006, the Company recorded $4,200,000 of new
intangible assets, principally customer relationships, resulting from acquisitions by the plastics
manufacturing segment and the other operations segment. Intangible assets, net at December 31,
2005 iaduded $16/00,000 related to ATX, which was sold in September 2006.

Amortization expense on intangible assets was $2,000,000 and $1/00,000, respectively, for the three
month periods ended September 30, 2006 and 2005, aad $5,700,000 and $3,900,000, respectively, for
the nine month periods ended September 30, 2006 and 2005. The estimated aggregate future
amortization expense for the intangible assets for each of the next five years is as follows: 2006 (for
the remaining three months)-$2, 000,000; 2007-$7,100,000; 2008-$6,600,000; 2009+6,100,000; and
2010-$5,800,000.

At September 30, 2006 and December 31, 2005, goodwill included $8,200,000 within the plastics
manufacturing segment; at December 31, 2005, goodwill also included $5,800,000 related to ATX.

A summaxy of accumulated other comprehensive income (loss), net of taxes at September 30, 2006
and December 31, 2005 is as follows (in thousands):

Seyrember 30, December 31,
2ll06 2005

Net unrealized losses on investments
Net unrealized foreign exchange losses ..
Net unrealized losses oa derivative instrumeats. .
Net minimum pension liability

$ (54P9O)
(2r364)
(1,155)

(55,223)

$(113,132)

$(22,381)
(2,890)
(1,008)

~55323)
~$81,S02

7. Investment and other income includes changes in the fair values of derivative fmancial instruments
of $(900,000) and $1,600,000 for the three month periods ended September 30, 2006 and 2005,
respectively, aad $900,000 and $1,500,000, for the nine month periods ended September 30, 2006 and
2005, xespectively.

In February 2006, Square 711 Developer, LLC ("Square 711"), a 90% owned subsidiary of the
Company, completed the sale of 8 acres of unimproved land ia Washington, D.C. for aggregate cash
consideration of $121,900,000. The land was acquired by Square 711 in September 2003 for cash
consideration of $53,800,000, After satisfactioa of mortgage indebtedness oa the property of
$32,000,000 and other closing payments, the Company received net cash proceeds of approximately
$75,700,000, and recorded a pre-tax gain of $48,900,000.

In July 2006, the Company sold Symphony to RehabCare Group, tnc, for aggregate cash
consideration of approximately $107,000,000. After satisfaction of Symphony's outstanding credit
agreement ($31,700,000 at date of sale) and other sale related obligations, the Company realized net
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cash proceeds of $62+00,000 and recorded a pre-tax gain on sale of discontinued operations of
$53,300,000 ($33,500,000 after tax), Results of operations for Symphony for the three month period
ended September 30, 2005 and for the nine month periods ended September 30, 2006 and 2005 are as
follows (in thousands):

Revenues and other income:
Healthcare revenues.
Investment and other income.

Expenses:
Healthcare cost of sales
Interest
Salaries. ..
Depreciation and amortization
Selling, general and other expenses. ..... , ...

Income from discontinued operations before
income taxes.

Income taxes .
Income from discontinued operations ...., .. . .

For the Three Month
Period Ended
Se ember 30,

2005

$54,376
208

54/84

46,308
674

3,483
280

3,667

54,412

172~3)
$ 175

For the Nine Month
Period Ended
Se tember 30,

$110/70 $182791
225 751

110,595 183/42

957628
17195
5,835

708
7,013

154,100
2,143
9,968

895
14,059

110/79 181,165

216 2 377
107 ~11

$109 $2,388

The Company has not dassified Symphony's assets and liabilities as discontinued operations
because the balances are not material. Summarized information for Symphony's assets and
liabilities is as follows (in thousands):

December 31,
2005

Cuxrent assets.
Non-current assets

Total assets,

Cuxrent liabilities
Nonwurrent liabilities.

Total liabilities .

$52,470
3,165

$55,635

$45262
280

$45~2

At December 31, 2005, current assets principally consisted of trade receivables and current
liabilities principally consisted of trade payables and amounts due under Symphony's credit
agreement.

In September 2006, the Company sold ATX to Broadview Networks Holdings, Inc. for aggregate
cash consideration of approximately $85,700,000, subject to working capital adjustments, and
recorded a pre-tax gain on sale of discontinued operations of $41,600,000 ($26,100,000 after tax).
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Results of operatioas for ATX for the three aad nine moath periods ended September 30, 2006 aad
2005 are as follows (ia thousands):

For the Three Month For the Nine Month
Period Ended Period Ended

September 30,
2006 2005 2006 2005

Revenues aad other income:
Telecommunication revenues.
Investment and other income .

$39377 $40,402 $118,987 $70,995
1/75

39/49 40,406 120,262 71,061
Expenses:

Telecommunication cost of sales
Interest.
Salaries. .
Depreciation and amortization . .„.
Selling, general aad other expenses .

25,007
38

8PS5
2423
6,869

42,722

24,149
35

6,456
2,412
6,403

39,455

72/31
126

21,054
7,374

20,629

121,414

43,490
64

11/39
4,179

11,557

70,829
Income (loss) from discontinued operations before

income taxes. .
Income taxes

Income (loss) from discontinued operatioas. . . . . .. . .

(3,173)
(707)

$~~)

951
5

(1,152)
749

$946 $ (1/01)
101

$ 131

The Compaay has not classified ATX's assets and liabilities as discontinued operatioas because the
balances are aot material. Summarized information for ATX's assets and liabilities is as follows (in
thousands):

December 31,
2005

Current assets. . ..,

Non-current assets

Total assets. . .. ..
$40,308
48/50

$88,858

Current liabilities
Non-current liabilities .

Total liabilities

$32,479
2,001

$34,480

At December 31, 2005, current assets principally consisted of cash aad trade receivables, non-
current assets priacipally consisted of property aad equipmeat and intaagible assets aad goodwill,
aad current liabilities priacipaHy consisted of trade payables.

For the three and nine month 2006 periods, gain on disposal of discontinued operations also
reflects $700,000 and $600,000, respectively, of pre-tax gains ($500,000 and $400,000, respectively,
after tax) principally for the resolution of certain sale-related contingencies and obligations aad
working capital adjustmeats related to WilTel, which was sold ia the fourth quarter of 2005. In
addition, gain on disposal of discontinued operations for the 2006 periods includes a pre-tax loss of
$900,000 ($600,000 after tax) from the sale of the Company's gas properties during the third
quarter. Income (loss) from discontinued operations for the niae month 2006 period includes
$2,900,000 of pre-tax losses ($2,100,000 after tax) related to these gas properties; amounts for the
comparable period la 2005 as well as for the three month 2006 and 2005 periods were not material.

10
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10. Pension expense charged to operations for the three and nine month periods ended September 30,
2006 and 2005 related to the defined benefit pension plan (other than WilTel's plan) included the
following components (in thousands):

For the Three Month For the Nine Month
Period Ended Period Ended

Se tember 30,
2006 200S 2006 2005

Interest cost .
Expected return on plan assets
Actuarial loss.
Amortization of prior service cost. .. .

Net pension expense . .., ..., ...... .

$479 $511 $1~ $1,534
(263) (222) (795) (679)
226 220 697 636

1 1 2 3
$443 $510 $1@50 $1,494

Interest cost
Service cost,
Expected return on plan assets
Actuarial loss.

Employer contributions to the defined benefit pension plan (other than WilTel's plan) were
$7,000,000 during the erst nine months of 2006.

WilTel's defined benefit pension plan expense charged to operations for the three and nine month
periods ended September 30, 2006 and 2005 included the following components (in thousands):

For the Three Month For the Nine Month
Period Ended Period Ended
September 30, September 30,

2006 20M 2005

$2,487 $2,954 $73 $7,057
1,528 3,459

(1,766) (2,229) (5~9) (4,882)
397 2,327 1 190 2 350!

Net pension expense. . ............ . . , ........ $1,118 $4380 $3@54 $7,984

As more fully discussed in the 2005 10-K, WilTel was sold in December 2005 but its defined benefit
pension plan was excluded from the sale. The defined bene6t pension plan expense for periods
prior to the sale is classified as discontinued operations; expenses subsequent to the sale have been
charged to continuing operations.

Employer contributions to WilTel's defined benefit pension plan were $42,800,000 during the first
nine months of 2006; as disclosed in the Company's 2005 10-K such contributions were estimated to
aggregate $29,100,000 for all of 2006. Additional contributions were made during 2006 to reduce
the underfunded status of the plan which has the effect of reducing the cost of government charged
variable insurance premiums.

Several subsidiaries provide certain healthcare and other benefits to certain retired employees
under plans which are currently unfunded. The Company pays the cost of postrctirement benefits
as they are incurred, Amounts charged to expense were not material in each of the three and nine
month periods ended September 30, 2006 and 2005,

11. Effective January 1, 2006, the Company adopted Statement of Financial Accounting Standards No.
123R, "Share-Based Payment" ("SFAS 123R"), using the modified prospective method. SFAS
123R requires that the cost of all share-based payments to employees, including grants of employee
stock options and warrants, be recognized in the fmancial statements based on their fair values. The
cost is recognized as an expense over the vesting period of the award, Prior to adoption of SFAS
123R, no compensation cost was recognized in the statements of operations for the Company's
share-based compensation plans; the Company disclosed certain pro forma amounts as required.

The fair value of each award is estimated at the date of grant using the Black-Scholes option pricing
model. As a result of the adoption of SFAS 123R, compensation cost increased by $3,000,000 and
$12,400,000, respectively, for the three and nine month 2006 periods and net income decreased by
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Notes to Interim Consolidated Fmancial Stateme~ continued

$2,000,000 and $8,100,000, respectively, for the three and nine month 2006 periods. Had the
Company used the fair value based accounting method for the three aad nine month 2005 periods,
compensation cost would have been higher by $400,000 and $1,400,000, respectively, aad primary
and diluted earnings per share would not have changed. As of September 30, 2006, total
unrecognized compensation cost related to noavested share-based compensation plans was
$29,500,000; this cost is expected to be recognized over a weighted-average period of 1.7 years.

As of September 30, 2006, the Company has two share-based plans: a fixed stock option plan aad a
senior executive warrant plaa. The fixed stock option plan provides for grants of options or rights
to aoa-employee directors and certain employees up to a maximum grant of 450,000 shares to any
individual in a given taxable year. The maximum number of common shares that may be acquired
through the exercise of optioas or rights uader this plaa cannot exceed 2,S19,150.The plan provides
for the issuance of stock options and stock appreciation rights at not less than the fair market value
of the underlying stock at the date of grant. Options granted to employees under this plan are
intended to qualify as incentive stock options to the extent permitted under the Internal Reveaue
Code and become exercisable in five equal anaual iastalmeats starting one year from date of grant.
Options granted to non-employee directors become exercisable in four equal annual instalmeats
starbng oae year from date of grant. No stock appreciation rights have been granted. As of
September 30, 2006, 2,495,150 shares were available for grant under the plan. During the nine
month period eaded September 30, 2006, 24,000 options at $30.78 per share were granted; during
the nine month period ended September 30, 2005, 12,000 options at $18.03 per share were granted.

The senior executive warrant plan provides for the issuance, subject to shareholder approval, of
warrants to purchase up to 2,000,000 common shares to each of the Company's Chairman aad
President at an exercise price equal to 105% of the closing price per share of a common share on
the date of grant. On March 6, 2006, the Company's Board of Directors approved, subject to
shareholder approval, the grant of warrants to purchase 2,000,000 commoa shares to each of the
Company's Chairman and President at aa exercise price equal to $28.515 per share (105% of the
closiag price per share of a commoa share oa that date). Ia May 2006, shareholder approval was
received and the warrants were issued. The warrants expire in 2011 and vest in five equal traaches
with 20% vesting oa the date shareholder approval was received and aa additional 20% vesting in
each subsequent year.

The following summary presents the weighted-average assumptions used for grants made during the
2006 and 2005 periods:

Risk free interest rate.
Expected volatility
Expected dividend yield.
Expected life. . .
Weighted average fair value per grant, .

Options

4.92%
22.78%

81%
43 years

$7.75

Wsttnnts

485%
23.09%

A1%
*3years

$9'

2005

~Oiions

3.77%
23.S8%

.69%
4.3 years

$4.29

The expected life assumptions were based on historical behavior aad incorporated post-vesting
forfeitures for each type of award and population identi6ed.
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Notes to Interim Consolidated Financial Statements, continued

The following table summarizes information about outstanding stock options at September 30, 2006
aad changes during the nine months then ended.

Outstanding at january 1, 2006. . .
Granted .
Exercised.

Forfeited

Outstanding at September 30, 2006. .

Exercisable at September 30, 2006. ..

1,955/60
24,000

(269,460)

1 709,800

556,900

Weighted-Average
Exercise Price

$17.60
$30.78
$12.63

$—
$18.56

$14.88

Weighted-Average

Contractual 9ersn
(in years)

3.5

2.8

Aggregate
Intrinsic

Value

$4,000,000

$13,100,000

$6,300,000

14,

15.

16.

At September 30, 2006, 4,000,000 warrants were outstanding and 800,000 were exercisable but had
no aggregate intrinsic value as the exercise price exceeded the market value. Both the outstanding
aad exercisable warrants had a weighted-average remainiag contractual term of 4.4 years. No
warrants were exercised or forfeited during the aine month 2006 period.

For the 2006 periods, the Company's effective income tax rate is lower than the federal statutory
rate because of the reversal of $6,000,000 of state income tax reserves due to the favorable
resolution of certain contingencies. The income tax provisions for the three and aine month 2005
periods reflect credits of $25,100,000 aad $1,135,100,000, respectively, as a result of the reversal of a
portion of the valuation allowance for the deferred tax asset. The Company adjusted the valuation
allowance in 2005 since it believed it was more likely than not that it will have future taxable
income sufflcieat to realize that portion of the net deferred tax asset.

Basic earnings (loss) per share amouats are calculated by dividing aet income by the sum of the
weighted average number of common shares outstanding. To determine diluted earaings (loss) per
share, the weighted average number of common shares is adjusted for the incremental weighted
average number of shares issuable upon exercise of outstanding options and warrants, unless the
effect is antidilutive. In addition, the calculations of diluted earnings (loss) per share assume the
33/c% Convertible Notes are converted into common shares aad earnings iacreased for the interest
on such notes, aet of the income tax effect, unless the effect is antidilutive. The number of shares
used to calculate basic earnings (loss) per share amounts was 216491,000 and 215/95, 000 for the
three month periods ended September 30, 2006 and 2005, respectively, and 216,202,000 and
215,387,000 for the nine month periods ended September 30, 2006 aad 2005, respectively. The
aumber of shares used to calculate diluted earnings (loss) per share amounts was 231,906,000 and
231,328,000 for the three month periods ended September 30, 2006 aad 2005, respectively, aad
231,875,000 aad 231,132,000 for the nine month periods ended September 30, 2006 aad 2005,
respectively.

Cash paid for interest aad income taxes (net of refunds) was $70,200,000 and $6,400,000,
respectively, for the nine month period ended September 30, 2006 aad $83,900,000 and $3,900,000,
respectively, for the nine month period ended September 30, 2005.

Debt due within one year includes $149,600,000 aad $92,100,000 as of September 30, 2006 aad
December 31, 2005, respectively, relating to repurchase agreements, These Gxed rate repurchase
agreements have a weighted average interest rate of approximately 5.28%, mature at various dates
through March 2007 and are secured by aoa-current investments with a carryiag value of
$153300,000.

In April 2006, the Compaay acquired a 30% limited liability compaay interest in Goober Drilling,
LLC, ("Goober Drilliag") for aggregate consideration of $60,000,000, excluding expenses, and
agreed to lend to Goober Drilliag, on a secured basis, up to $80,000,000 to fmaace new equipment
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Notes to Interim Consolidated Financial Statements, continued

purchases and construction costs, and to repay existing debt. In June 2006, the Company agreed to
iacrease the secured loan amount to an aggregate of $126,000,000 to finance additional equipment
purchases aad construction costs. As of September 30, 2006, the outstanding loan amount was
$93,100,000. Goober Drilling is an on-shore contract oil aad gas diilliag company based in
Stillwater, Oklahoma that provides drilliag services to exploration and production companies. The
Company's investmeat in Goober Drilling is classified as an investment in an associated company.

17. During the second quarter of 2006, the Company indirectly acquired a controlling voting interest in
Premier for an aggregate purchase price of $90,800,000, excluding expenses. The Company owns
approximately 46% of the common units of Premier aad all of Premier's preferred units, which
accrue aa annual preferred retura of 17%. The Company also acquired Premier's junior
subordinated note due August 2012, with aa outstanding balance at acquisition of $13,400,000,
and has made an $8,100,000 12% loan to Premier that matures in May 2007. Premier is the owner
of the Hard Rock Hotel 4 Casino Biloxi ("Hard Rock Biloxi"), located in Biloxi, Mississippi,
which was severely damaged prior to opening by Hurricane Katrina and which, pending receipt of
insurance proceeds, is to be rebuilt. All of Premier's equity interests are pledged to secure
repayment of Premier's outstaading $160,000,000 principal amount of 10%4% First Mortgage Notes
due February 1, 2012 (the "Premier Notes" ). In addition, the Compaay agreed to provide up to
$40,000,000 of construction financing to Premier's general contractor by purchasing the contractor's
receivables from Premier if the receivables are more than tea days past due. At acquisition, the
Company consolidated Premier as a result of its controlling voting interest.

On September 19, 2006, Premier and its subsidiary filed voluntary petitions for reorgaaization
under chapter 11 of title 11 of the United States Code (the "Bankruptcy Code"), before the United
States Bankruptcy Court for the Southern District of Mississippi, Southern Division (the "Court").
Premier is seekiag the. Court's assistance in gaining access to Hurricane Katrina-related insurance
proceeds which has been denied to Premier by its pre-petition secured bondholders. Premier will
continue to operate its business as "debtors in possession" under the jurisdiction of the Court and
ia accordance with the applicable provisions of the Bankruptcy Code and orders of the Court.
Premier believes that its insurance proceeds and permitted equipment financing are sufficient to
pay its creditors ia full and to rebuild the Hard Rock Biloxi.

The Company has deconsolidated Premier effective with the filing of the voluntary petitions, and
has classified its net investment in Preiaier as an investment in an associated compaay
($116,900,000 as of September 30, 2006, including all loans and equity interests), The bankruptcy
filings were made solely to allow Premier access to the insurance proceeds, the proceedings are not
expected to last for an extended period aad creditors are expected to receive the amounts owed to
them. For these reasons, the Company believes that the application of the equity method of
accounting during the pendency of the bankruptcy proceedings is appropriate.

Summarized financial information for Premier is as follows (in thousands):
September 30,

2006

Assets:
Current assets
Noa-current assets (a)

Total assets.

Liabilities:
Current liabilities (b)
Noa-current liabilities.

Total liabilities .
Shareholders' equity

Total liabilities and shareholders' equity.

$9P58
315/88

$196P51
llP62

20@013

116,933
$3?AP46
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Notes to Interim Consolidated Financial Statements, continued

(a) Includes $11,900,000 of intangible assets, $148400,000 of net property and equipment and
$152,600,000 of restricted cash for amounts held by the indenture trustee of the Premier Notes.

(b) Includes bonds and aotes payable of $165/00,000.

Premier has Gled a motion with the Court seeking approval for $180,000,000 debtor in possession
financing to be provided by a subsidiary of the Company. If approved, proceeds from the financing
would be used by Premier to pay the Premier Notes ia full, to pay for post-petition operating
expenses including the repair, recoastruction and eventual operation of the Hard Rock Biloxi, aad
to pay certain other costs aad expenses to be determined. The financing would bear interest at
1(P/4% per annum, would have a scheduled maturity of February 1, 2012, and would be subject to
the satisfaction of certain conditions at the Company's discretion.

Pxior to Hurricaae Katrina, Premier purchased a comprehensive blanket insurance poHcy providing
up to $181,100,000 in coverage for damage to real and personal property, including business
interruption coverage. Premier has received payments from various insuraace carriers aggregating
$160,800,000 with respect to $168,100,000 face amount of coverage; the remaiaiag $13,000,000 face
amount of coverage has aot been settled and is currently in litigation. All insurance settlements
have been placed on deposit into restricted accouats under the control of the indenture trustee of
the Premier Notes.

Hurricane Katrina completely destroyed the Hard Rock Biloxi's casino, which was a facility built
on Goatiag barges, aad caused significant damage to the hotel and related structures. The threat of
huxricanes remains a significant risk to the existing facilities and to the new casino, which will be
constructed over water on concrete pilings that are expected to greatly improve the structural
integrity of the faciTity. In July 2006, Premier purchased a new insurance policy providing up to
$149@00,000 ia coverage for damage to real aad personal property and up to the lesser of six
months or $30,000,000 of business interruption and delayed opening coverage. The coverage is
syndicated through several insurance carriers, each with an A.M. Best rating of. A- (Excellent) or
better. The policy provides coverage for the existing structures, as well as for the repair aad rebuild
of the hotel, low rise building and parking garage and the construction of the new casino.

Although the insurance policy is an "all risk" policy, weather catastrophe occurrence ("WCO"),
which is defined to include damage caused by a named storm, is limited to $50,000,000 with a
deductible equal to the greater of $7,000,000 or 5% of total insured values at risk. WCO coverage
is subject to mandatory reinstatement of coverage for an additional pre-determiaed premium.

Since the WCO coverage purchased by Premier is substaatially less than the coverage ia place
prior to Humcaae Katrina, Premier has more exposure to property damage resultiag from similar
catastrophic storms. However, Premier's assessment of the probability of a similar type of loss
occurring during the remainder of this year's humcane season is remote, an assessment based in
large part on the less severe damage sustained to the aon-casino facilities from Humcane Katrina
last year, and the amount of new construction that will be at risk during the balance of the 2006
huxxicane season. Premiums for WCO policies have increased dramatically as a result of Hurricane
Katrina, aad the amount of coverage that can be purchased has also been reduced as insuraace
companies seek to reduce their exposure to such events.

18. In June 2006, the Company entered into a new credit agreement with various bank lendexs for a
$100,000,000 unsecured credit faaHty that matures in five years and bears interest based on the
Eurocurreacy rate or the prime rate. The Company's existing credit agreement was terminated. At
September 30, 2006, no amounts were outstanding under this banlr. credit facility.

19. In August 2006, pursuant to a subscription agreement with Fortescue Metals Group Ltd
("Fortescue") and its subsidiary, FMG Chichester Pty Ltd ("FMG"), the Company invested an
aggregate of $408,000,000, including expenses, in Fortescue's Pilbara iron ore infrastructure project
in Western Australia. In exchange for its cash investmeut, the Company acquired 26,400,000
common shares of Fortescue, representing approximately 9.99% of the outstanding Fortescue
common stock, and a 13 year, $100,000,000 note of FMG. Interest on the note is calculated as 4%
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Notes to Interim Consolidated Pinancial Statements, continued

of the revenue, net of government royalties, invoiced from the iron ore produced from the project.
The note is unsecured and subordinate to the project's secured debt. Fortescue is a publicly traded
company on the Australian Stock Exchange, and the shares acquired by the Company may be sold
without restriction. At the date of acquisition, the Company's investment in Fortescue's common
shares was recorded at an aggregate fair value of $202,100,000, based oa the closing price of
Fortescue's common shares on that date. The Company has classified the Fortescue common shares
as a non-current available for sale investment.

For accounting purposes, the Company bifurcated its remaining $205,900,000 investment into a 13
year zero-coupon note and a prepaid mining interest. The zero-coupon note was recorded at an
estimated initial fair value of $21,600,000, representing the present value of the principal amount
discounted at 12.5%. The prepaid mining interest of $1S4300,000 has been classified with other
non-current assets, and will be amortized to expense as the 4% of revenue is earned.
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Interim
Operations-

The following should be read in conjunction with the Management's Discussion and Analysis of
Fiaaacial Condition and Results of Operations iacluded in the 2005 10-K. As more fully discussed in the
2005 10-K, reported cash flows from operating, investing aad financing activities do not generally follow
aay particular pattern or tread, and reported results in the most recent period should aot be expected to
recur in aay subsequent period.

Liquidity and Capital Resources

Net cash provided by operating activities decreased by $149,600,000 in 2006 as compared to the same
period in 2005, due principally to no 2006 cash flows from WilTel, which was sold in December 2005,
reduced distributions of earnings from associated companies, reduced funds generated from activity in
the trading portfolio and payment of incentive compensation aad pension plan contributioas. During
2006, cash provided by operating activities reflect the collection of $179,800,000 of certain receivables
from ATILT Inc. (as more fully discussed in the 2005 10-K) aad increased cash flow from the
Company's operatiag units, principally the manufacturing businesses. WilTel's 2005 cash flow from
operating activities for the nine month period ended September 30, 2005 was $119,000,000. The
increased cash flow from the Company's manufacturing units reflects Idaho Timber, which was acquired
during the second quarter of 2005, and increased operating income at the plastics manufacturing
segment resulting from increased revenues, In 2006, distributions from associated companies principally
include earnings distributed by BagleRock, which is discussed below. Ia 2005, distributions from
associated companies principally resulted from the sale of Union Square.

Net cash flows used for investing activities increased by $67,800,000 in 2006 as compared to 2005.
During the 2006 period, proceeds from the disposal of discontinued operations net of expenses aad cash
sold were $115@00,000, principally reflecting the sale of Symphony aad ATX and the resolution of
WilTel's working capital adjustment, as compared to $101,400,000 in the 2005 period, principally
reflecting the sale of the Waikiki Beach hotel. During 2006, funds provided by the disposal of real
estate and other assets include the sales of Square 711 and certain associated companies, and funds used
for investing activities include the investment iii Fortescue, these transactions are discussed in greater
detail below. Premier's obligation to place insurance proceeds ia restricted accounts (see below) is the
principal reason for the aet change in restricted cash during 2006. The use of funds during 2006 for
acquisitions (net of cash acquired) principally reflects the acquisitioa of Premier. The use of funds
during 2005 for acquisitions (net of cash acquired) totaled $172,8m,000 for the acquisitions of NSW,
ATX and Idaho Timber, Funds used for WilTel's acquisition of property, equipment and leasehold
improvements totaled $79,100,000 in 2005; as a result of the sale of WilTel the Company's use of funds
for property, equipment and leasehold improvements declined sigaiflcaatly. The use of funds for
investments ia associated companies increased by $261,000,000 in 2006 as compared to 2005, priacipally
reflecting the investment in Safe Harbor Domestic Partners L.P. ("Safe Harbor" ) and Goober Drilling,
which are discussed below,

During 2006, aet cash provided by flaaaciag activities was $37,800,000, as compared to net cash used for
flaanciag activities of $11,900,000 in 2005. During 2005, funds were used to retire customer banking
deposits of the bankiag aad lending operations as they became due aad the remaining deposits were
sold. Issuance of long-term debt during the 2006 and 2005 periods principally relates to repurchase
agreements, The reduction of long-term debt during 2006 includes the repayment of $32,000,000 of debt
of Square 711,which was sold. The reduction of long-term debt daring 2005 includes the repayment of
$22,100,000 of debt of operations sold (Waikiki Beach hotel) aad the maturity of the Company's 8V~%
Senior Subordinated Notes.

As reflected oa the Company's September 30, 2006 consolidated balance sheet, the sum of the
Company's cash and cash equivalents, investments classified as current assets and aon-current
investments aggregated $2453400,000. However, since $400,000,000 of this amount is pledged as
collateral pursuant to various agreements, represents investments in aoa-public securities or is held by
subsidiaries that are party to agreements which restrict the Company's ability to use the funds for other
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purposes, the Company does not consider those amounts to be readily available to meet the Parent's
liquidity needs. The $2,153,500,000 that is readily available is comprised of cash and short-tenn bonds
and notes of the United States Government and its agencies of $808,000,000 (37.5%), U.S,
Government-Sponsored Enterprises of $300,700,000 (14.0%) and other publicly traded debt and equity
securities aggregating $1,044,800,000 (48.5%), including the Company's investment in Fortescue's
common stock. The investment income realized from the Parent's readily available cash, cash
equivalents and marketable securities is used to meet the Parent company's short-term recurring cash
requirements, which are principally the payment of interest on its debt and corporate overhead
expenses,

As of September 30, 2006, the Company had outstanding $149,600,000 of fixed rate repurchase
agreements (an increase of $57,500,000 from December 31, 2005), These repurchase agreements, which
are reflected in debt due within one year, have a weighted average interest rate of approximately
5 28%, mature at various dates through March 2007 and are secured by non-current investments with a
carrying value of $153,300,000.

In January, April and July 2006, the Company received $16,600,000, $20,100,000 and $11,500,000,
respectively, as distributions from its investment in EagleRock. The amount received in January was
included in current trade, notes and other receivables, net in the Company's December 31, 2005
consolidated balance sheet. In October 2006, the Company informed EagleRock that it does not intend
to redeem its remaining interest at this time, At September 30, 2006, the book value of the Company's
investment in EagleRock was $51,000,000.

In January 2006, the Company invested $50,000,000 in Safe Harbor, a linuted partnership which will
principally invest in the securities of Japanese public companies. Although the general partner is
permitted to invest directly in securities, the general partner expects that substantially all funds will be
invested in a master fund managed by the general partner.

In February 2006, Square 711 completed the sale of 8 acres of unimproved land in Washington, D.C. for
aggregate cash consideration of $121,900,000. The land was acquired by Square 711 in September 2003
for cash consideration of $53,800,000. After satisfaction of mortgage indebtedness on the property of
$32,000,000 and other dosing payments, the Company received net cash proceeds of approximately
$75,700,000.

During the first quarter of 2006, the Company received aggregate cash proceeds of $56,400,000 from the
sale of its equity interest in and loan repayment by two associated companies and recorded a pre-tax
gaia totaling $27/00, 000, which is reflected in investment and other income for the nine month period
ended September 30, 2006.

In the second quarter of 2006, the Company acquired a 30%o limited liability coinpany interest in
Goober Drilling for aggregate consideration of $60,000,000, excluding expenses, and agreed to lend to
Goober Drilling, on a secured basis, up to $126,000,000 to finance new equipment purchases and
construction costs, and to repay existing debt. As of September 30, 2006, the outstanding loan amount
was $93,100,000. Goober Drilling is an on-shore contract oil and gas drilling company based in
Stillwater, Oklahoma that provides drilling services to exploration and production companies.

As discussed above, during the second quarter of 2006, the Company indirectly acquired a controlling
voting interest in Premier for an aggregate purchase price of $90,800,000, excluding expenses. The
Company owns approximately 46% of the common units of Premier and all of Premier's preferred
units, which accrue an annual preferred return of 17%.The Company also acquired Premier's junior
subordinated note due August 2012, with an outstanding balance at acquisition of $13,400,000, and has
made an $8,100,000 12% loan to Premier that matures in May 2007. All of Premier's equity interests are
pledged to secure repayment of Premier's outstanding $160,000,000 principal amount of 1N4% First
Mortgage Notes due February 1, 2012 (the "Premier Notes" ). In addition, the Company agreed to
provide up to $40,000,000 of construction Qnancing to Premier's general contractor by purchasing the
contractor's receivables from Premier if the receivables are more than ten days past due.

On September 19, 2006, Premier and its subsidiary filed voluntary petitions for reorganization under
chapter 11 of title 11 of the United States Code (the "Bankruptcy Code"), before the United States



Baakxuptcy Court for the Southern District of Mississippi, Southern Division (the "Court" ). Premier is
seeking the Court's assistance in gaining access to Hurricane Katrina-related insurance proceeds which
has been denied to Premier by its pre-petition secured bondholders. Premier will continue to operate its
business as "debtors in possession" under the jurisdiction of the Court and in accordance with the
applicable provisions of the Bankruptcy Code and orders of the Court. Premier believes that its
insurance proceeds and permitted equipment fmancing are suf6cient to pay its creditors in full and to
rebuild the Hard Rock Biloxi.

The Company has deconsolidated Premier effective with the filing of the voluntary petitions, and has
classiTied its net investment in Premier as an investment in an associated company ($116,900,000 as of
September 30, 2006, including all loans and equity interests), The bankruptcy filings were made solely
to allow Premier access to the insurance proceeds, the proceedings are not expected to last for an
extended period and creditors are expected to receive the amounts owed to them. For these reasons,
the Company believes that the application of the equity method of accounting during the pendency of
the bankruptcy proceedings is appropriate.

Premier has filed a motion with the Court seeking approval for $180,000,000 debtor-in-possession
6aancing to be provided by a subsidiary of the Company. If approved, proceeds from the financing
would be used by Premier to pay the Premier Notes in full, to pay for post-petition operating expenses
including the repair, reconstruction and eventual operation of the Hard Rock Biloxi, and to pay certain
other costs and expenses to be determined, The fmancing would bear interest at 10s/4% per annum,
would have a scheduled maturity of February 1, 2012, aad would be subject to the satisfaction of certain
coaditioas at the Company's discretion.

Prior to Humcane Katrina, Premier purchased a comprehensive blanket insurance policy providing up
to $181,100,000 in coverage for damage to real and personal property, including business interruption
coverage. Premier has received payments from various insurance carriers aggregating $160,800,000 with
respect to $168,100,000 face amount of coverage, the remaining $13,000,000 face amount of coverage
has not been settled and is cuxxeatly in litigation. All insurance settleineats have been placed on deposit
into restricted accounts under the control of the indenture trustee of the Premier Notes.

Humcane Katrina completely destroyed the Haxd Rock Biloxi's casino, which was a facility built on
floating barges, and caused significant damage to the hotel and related structures. The threat of
hurricanes remains a significant zisk to the existing facilities and to the new casino, which will be
constructed over water on concrete pilings that are expected to greatly improve the structural integrity
of the facility. In July 2006, Premier purchased a new insurance policy providing up to $149,300,000 in
coverage for damage to real and personal property aad up to the lesser of six months or $30,000,000 of
business interruption and delayed opening coverage. The coverage is syndicated through several
insurance carriers, each with an A.M. Best rating of A- (Excellent) or better. The policy provides
coverage for the existing structures, as well as for the repair and rebuild of the hotel, low rise building
aad parking garage and the construction of the new casino. Although the insurance policy is an "all
zisk" policy, weather catastrophe occurrence ("WCO"), which is defmed to include damage caused by a
named storm, is limited to $50,000,000 with a deductible equal to the greater of $7,000,000 or 5% of
total insured values at risk. WCO coverage is subject to mandatory reiastatemeat of coverage for an
additional pre-determined premium.

Since the WCO coverage purchased by Premiex is substantially less than the coverage in place prior to
Hurricane Katrina, Premier has more exposure to property damage resulting from similar catastrophic
storms. However, Premier's assessment of the probability of a similar type of loss occurring during the
remainder of this year's hurricane season is remote, an assessment based in large part on the less severe
damage sustained to the non-casino facilities from Hurricane Katrina last year, and the amount of new
construction that will be at risk during the balance of the 2006 hurricane season. Premiums for WCO
policies have increased dramatically as a result of Hurricane Katrina, aad the amount of coverage that
can be purchased has also been reduced as insurance companies seek to reduce their exposure to such
events.

In June 2006, the Company entered into a new credit agreement with various bank leaders for a
$100,000,000 unsecured credit facility that matures in five years and bears interest based on the
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Eurocurreacy rate or the prime rate. The Company's existiag credit agreement was terminated, At
September 30, 2006, no amounts were outstanding under this bank credit facility.

In July 2006, the Company sold Symphony to RehabCare Group, Inc. , for aggregate cash consideration
of approximately $107,000,000. After satisfactioa of Symphony's outstanding credit agreemeat
($31,700,000 at date of sale) and other sale related obligations, the Company realized net cash
proceeds of $62,300,000 aad recorded a pre-tax gain on sale of discontinued operations of $53@00,000,

In August 2006, pursuant to a subscriptioa agreement with Fortescue aad FMG, the Company invested
an aggregate of $408,000,000, including expenses, in Fortescue's Pilbara iron ore infrastructure project
in Western Australia. In exchange for its cash investment, the Company acquired 26,400,000 common
shares of Fortescue, representing approximately 9,99% of the outstanding Fortescue common stock, aad
a 13 year, $100,000,000 note of FMG. Interest oa the note is calculated as 4% of the revenue, net of
government royalties, invoiced from the iron ore produced from the project. The note is unsecured and
subordinate to the project's secured debt. Fortescue is a publicly traded company on the Australian
Stock Exchange, aad the shares acquired by the Company may be sold without restriction. At the date
of acquisition, the Company's investment in Fortescue's common shares was recorded at aa aggregate
fair value of $202,100,000, based on the closing price of Fortescue's common shares on that date. The
Company has classified the Fortescue common shares as a non-current available for sale investment,

For accouatiug purposes, the Company bifurcated its remainiag $205,900,000 investment into a 13 year
zero-coupon note and a prepaid mining interest. The zero-coupon note was recorded at aa estimated
initial fair value of $21,600,000, representiag the present value of the principal amouat discouated at
125%.The prepaid mining interest of $184,300,000 has beea classified with other noa-current assets,
and will be amortized to expense as the 4% of revenue is earned.

In September 2006, the Company sold ATX to Broadview Networks Holdings, Inc, for aggregate cash
consideration of approximately $85,700,000, subject to working capital adjustmeats and recorded a pre-
tax gain on sale of discontinued operations of $41,600,000.

Critical Accounting Estimates

The Company's discussion and analysis of its financial condition and results of operations are based
upoa its consolidated financial statements, which have beea prepared in accordance with GAAP. The
preparation of these financial statemeats requires the Company to make estimates aad assumptions that
affect the reported amounts in the financia statements and disclosures of contingent assets and
liabilities. On an on-goiag basis, the Company evaluates all of these estimates and assumptions. The
following areas have been identified as critical accounting estimates because they have the potential to
have a material impact on the Company's financial statements, aad because they are based on
assumptions which are used in the accouatiag records to reflect, at a specific point in time, events whose
ultimate outcome won't be kaowa uatil a later date. Actual results could differ from these estimates.

Income Taxes-The Compaay records a valuation allowance to reduce its deferred tax asset to the
amouat that is more likely than not to be realized. If in the future the Company were to determine that
it would be able to realize its deferred tax asset in excess of its aet recorded amount, aa adjustmeat
would increase income in such period. Similarly, if in the future the Company were to determine that it
would aot be able to realize all or part of its deferred tax asset, an adjustment would be charged to
iacome ia such period. The determination of the amount of the valuatioa allowance required is based,
in significant part, upon the Company's projection of future taxable income at any point in time, The
Company also records reserves for contingent tax liaMities based on the Compaay's assessment of the
probability of successfully sustaining its tax filing positions.

During 2005, the Company's projections of future taxable income enabled it to conclude that it is more
likely than aot that it will have future taxable income sufficient to realize a portion of the Company's
net deferred tax asset; accordingly, $1,135,100,000 of the deferred tax valuation allowance was reversed
as a credit to income tax expense (principally during the second quarter of 2005), The Company's
conclusion that a portion of the deferred tax asset was more likely than not to be realizable is strongly
influenced by its historical ability to generate significant amounts of taxable income. The Company's
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estimate of future taxable income considers all available evidence, both positive aad negative, about its
current operations aad iavestmeats, includes an aggregation of individual projections for each material
operation aad investment, aad includes all future years that the Company estimated it would have
available net operating losses. Over the projection period, the Company assumed that its readily
available cash„cash equivalents aad marketable securities would provide returns generally equivalent to
the returns expected to be provided by the Company's existing operations and investments, except for
certain amouats assumed to be invested on a short-term basis to meet the Company's liquidity needs
The Company believes that its estimate of future taxable income is reasonable but inherently uncertain,
and if its current or future operations aad investments generate taxable income greater than the
projected amounts, further adjustments to reduce the valuation allowance are possible. Conversely, if
the Compaay realizes unforeseen material losses in the future, or its ability to generate future taxable
income necessary to realize a portion of the deferred tax asset is materially reduced, additions to the
valuation allowance could be recorded. At September 30, 2006, the balance of the deferred valuation
allowance was approximately $911,600,000.

Impairment of Securities —Investments with an impairment in value considered to be other than
temporary are written down to estimated fair value, The write-downs are included ia net securities gains
ia the consolidated statements of operations. The Company evaluates its investments for impairment on
a quarterly basis.

The Company's determiaation of whether a security is other than temporarily impaired incorporates
both quantitative and qualitative information; GAAp requires the exercise of judgment in making this
assessmeat, rather than the applicatioa of fixed mathematical criteria. The Company considers a
number of factors including, but not limited to, the length of time and the extent to which the fair value
has been less than cost, the financial condition aad near term prospects of the issuer, the reason for the
decline in fair value, changes in fair value subsequent to the balance sheet date, and other factors
specific to the individual investment. The Company's assessment involves a high degree of judgment
and accordingly, actual results may differ materially from the Company's estimates aad judgments. The
Company recorded impairment charges for securities of $9,700,000 and $4,000,000 for the three month
periods ended September 30, 2006 and 2005, respectively, and $12,300,000 and $7~0,000 for the nine
month periods ended September 30, 2006 and 2005, respectively,

Business Combinations-At acquisition, the Company allocates the cost of a business acquisition to the
specific tangible and intangible assets acquired aad liabilities assumed based upon their relative fair
values. Significant judgments aad estimates are often made to determine these allocated values, and
may include the use of independent appraisals, consider market quotes for similar transactions, employ
discounted cash flow techniques or consider other information the Company believes relevant. The
finalization of the purchase price allocation will typically take a number of months to complete, and if
final values are materially different from initially recorded amounts adjustments are recorded. Any
excess of the cost of a business acquisitioa over the fair values of the net assets aad liabilities acquired is
recorded as goodwill which is aot amortized to expense Recorded goodwill of a reporting unit is
required to be tested for impairment on an annual basis, and between annual testing dates if events or
circumstances change that would more likely than not reduce the fair value of a reporting unit below its
net book value.

Subsequent to the finalization of the purchase price allocation, any adjustments to the recorded values
of acquired assets and liabilities would be reflected in the Company's consolidated statemeat of
operations. Once final, the Company is aot permitted to revise the allocation of the original purchase
price, even if subsequent events or circumstances prove the Company's original judgments and
estimates to be incorrect. In addition, long-lived assets like property and equipment, amortizable
intangibles aad goodwill may be deemed to be impaired in the future resulting in the recognition of an
impairment loss; however, under GAAP the methods, assumptions and results of an impairment review
are not the same for all long-lived assets. The assumptions aad judgments made by the Company when
recording business combiaatioas will have an impact on reported results of operations for many years
into the future,
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Results of Operations

The 2006 Periods Compared to the 2005 Periods

Manufacturing-Idaho Timber

For the three and nine months ended September 30, 2006, revenues and other income for Idaho Timber
were $77,600,000 and $261,900,000, respectively; gross profit was $4,200,000 and $25/00, 000,
respectively; and pre-tax income was $300,000 aad $11,900,000, respectively. Results of operations for
the three aad nine months ended September 30, 2006 include salaries and incentive compensation
expenses of $1,900,000 and $7,100,000, respectively, and depreciation and amortization expeases of
$1,200,000 and $3,700,000, respectively. For the three months ended September 30, 2005 and for the
period from acquisition (May 2005) through September 30, 2005, revenues and other income were
$90,900,000 and $154,400,000, respectively; gross profit was $9,100,000 and $12,600,000, respectively; and
pre-tax income was $4400,000 aad $4,100,000, respectively. Results of operations for the three months
ended September 30, 2005 aad for the period from acquisitioa through September 30, 2005 indude
salaries and incentive compensation expenses of $3,000,000 and $4300,000, respectively, aad
depreciation and amortization expenses of $1,100,000 and $2,900,000, respectively.

Idaho Timber's revenues for the third quarter of 2006 declined as compared to the prior quarters of
2006 due to lower average selling prices and reduced shipment volume. This decline was principally due
to weakening demand resulting from reductions iu housing starts aad the abundant supply of lumber in
the marketplace. In October 2006, the trade dispute between the U.S. and Canada over Canadian
lumber imports was resolved and a new Softwood Lumber Agreement became effective that restricts
and imposes a tax oa Canadian lumber imports. During the third quarter, imports from Canada
increased in anticipation of the implementation of the aew agreement adding to the oversupply in the
market.

While raw material costs (the largest component of its cost of sales) declined slightly in the third
quarter of 2006 due to the continued decline in market conditions and the diminished uncertainty
concerning the impact of the Softwood Lumber Agreement, this reduction lagged behind the reduction
ia selling prices Gross profit aud pre-tax results for the third quarter of 2006 reflect this compression.
Pre-tax results for the third quarter of 2006 also reflect a reduction in salaries aad inceative
compensation as compared to the prior quarters of 2006 principally due to lower incentive
compensation as a result of Idaho Timber's decreased profitability.

Manufacturing —Plastics

Pre-tax income for the plastics divisioa was $5/00, 000 and $4/00, 000 for the three mouth periods
ended September 30, 2006 and 2005, respectively, and $15,400,000 and $12300,000 for the nine month
periods ended September 30, 2006 and 2005, respectively. The plastics division's revenues and other
income were $27,900,000 and $24,500,000 for the three month periods ended September 30, 2006 aad
2005, respectively, and $82/00, 000 and $69,900.000 for the nine month periods ended September 30,
2006 and 2005, respectively. Gross profits were $9/00, 000 and $7,900,000 for the three month periods
ended September 30, 2006 and 2005, respectively, and $27,000,000 and $22/00, 000 for the nine month
periods ended September 30, 2006 and 2005, respectively. Revenues for the nine months ended
September 30, 2006 reflects $3,900,000 of increased revenues from NSW (which was acquired in
February 2005). Ia addition, revenues in the three aad nine month 2006 periods reflect increases in the
carpet cushion and erosion control markets, partially reduced by a decline in the consumer products
market due to lower demand for certain products These revenue changes result from a variety of
factors including increased road construction and the impact of price increases implemented in 2005.
While the carpet cushion market continued to benefit from the previously strong housing market
through the first half of 2006, it has begun to experience a reduction in sales volume resulting from a
slowdown in housing starts, Gross margins for the three and nine month 2006 periods also reflect an
increase in the cost of polypropylene, the principal raw material used and a byproduct of the oil refining
process whose price tends to fluctuate with the price of oil. In addition, gross margin for the niae month
2006 period reflects $1,000,000 of greater amortization expense oa intangible assets resulting from
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acquisitions and depreciation expense as compared to the same period in 2005, Pre-tax results for the
three and nine month 2006 periods also reflect $400,000 and $1,400,000 of higher salaries and incentive
compensation expense than for the comparable periods in 2005.

Gaming Entertainment

For the three month period and the period from date of acquisition to September 30, 2006, Premier had
pre-tax losses of $800,000 and $200,000, respectively. Such amounts reflect Premier's interest expense of
$4,700,000 and $8,000,000, respectively, all other expenses of $3,600,000 and $6,800,000, respectively,
insurance recoveries and charges for minority interests. As more fully discussed above, the Company
has deconsolidated Premier as a result of its filing voluntary petitions with the Bankruptcy Court;
during the pendency of the bankruptcy, Premier's results will be reflected as equity in income (losses)
of associated companies. Until such time as the Hard Rock Biloxi reopens, Premier's operating results
will consist primarily of overhead costs, interest expense, charges or credits for minority interests and
remaining insurance recoveries.

Domestic Real Estate

Pre-tax income (loss) for the domestic real estate segmeat was $(2,400,000) and $1,000,000 for the three
month periods ended September 30, 2006 and 2005, respectively, and $48,400,000 and $1,600,000 for the
nine month periods ended September 30, 2006 and 2005, respectively. Pre-tax iacome for this segment
for the nine month period ended September 30, 2006 principally reflects the sale by Square 711, which
resulted in a pre-tax gain of $48,900,000. In addition, the Company recognized pre-tax pro6t related to
its 95-lot development project in South Walton County, Florida of $100,000 and $1,800,000 for the three
month periods ended September 30, 2006 and 2005, respectively, and $3,600,000 and $4,200,000 for the
nine month periods ended September 30, 2006 and 2005, respectively. Such amounts principally result
from the completion of certain required improvements.

Corporate and Other Operations

Investment and other income increased in the three and nine month periods ended September 30, 2006
as compared to the same periods in 2005 primarily due to greater interest income of $12,100,000 and
$50,100,000, respectively, reflecting a larger amount of invested assets and higher interest rates, and for
the nine month 2006 period, $27/00, 000 of gain from the sales of two associated companies and
$7,100,000 from the recovery of a bankruptcy claim. Investment and other income for the three and
aine month 2005 periods includes a gain of $10,500,000 on the sale of 70% of the Company's interest in
Cobre Las Cruces, S.A. to Inmet Mining Corporation. Investment and other income also reQects
income (charges) of $(900,000) and $1,600,000 for the three month periods ended September 30, 2006
and 2005, respectively, and $900,000 and $1/00,000 for the nine month periods ended September 30,
2006 and 2005, respectively, related to the accounting for mark-to-market values of Corporate
derivatives,

Net securities gains for Corporate and Other Operations aggregated $16/00,000 aad $85,700,000 for the
three month periods ended September 30, 2006 and 2005, respectively, and $99,400,000 and
$132,700,000 for the aine month periods ended September 30, 2006 and 2005, respectively. Included
in aet securities gains for the nine moath 2006 period is a gaia of $37,400,000 from the sale of
115,000,000 shares of Level 3 commoa stock for $376,600,000. Included in net securities gains for the
2005 periods is a gaia of $70,000,000 from the sale of 175,NN shares of White Mountain Insurance
Group, Ltd. common stock. Net securities gains include provisions of $9,700,000 and $4,000,000 for the
three month periods ended September 30, 2006 and 2005, respectively, and $12,300,000 and $7,300,NN
for the nine month periods ended September 30, 2006 and 2005, respectively, to write down the
Company's investments in certain available for sale securities. The write&own of the securities resulted
from a decline in market value determined to be other than temporary.

The increase in interest expense during the 2006 periods as compared to the same periods in 2005
primarily reflects interest expease relating to axed rate repurchase agreements.



Salaries and incentive compensation expense increased by $6,600,000 and $23,200,000, respectively, in
the three and nine month periods eaded September 30, 2006 as compared to the same periods in 2005
principally due to share-based compensation expense recorded as a result of the adoption of SFAS
123R.For the three and nine month 2006 periods, salaries aad incentive compensation expense iacluded
$3,000,000 and $12,400,000, respectively, relating to grants made under the Company's seaior executive
warrant plaa and the fixed stock option plan. Salaries aad incentive compensation also increased in the
three and nine month 2006 periods as compared to the same periods in 2005 due to greater Corporate
bonus expense, compensation expense of a subsidiary that was acquired ia the fourth quarter of 2005
that is engaged in the development of a new medical product, and for the nine month 2006 period,
greater compensation expease for the winery operations.

The increase ia selling, geaeral and other expenses of $6/00, 000 and $20,300,000 in the three and nine
month periods ended September 30, 2006 as compared to the same periods in 2005 primarily reflects
research and developmeat costs and operating expenses of the medical product development subsidiary,
greater employee benefit costs including pension costs relating to %'ilTel's retained plan (which were
classiQed with discontinued operations in 2005 for periods prior to the sale of NilTel), and higher
professional fees, which largely relate to potential aad existing iavestmeats. The 2006 periods also
reflect increased corporate aircraft expenses In addition, selling, general and administrative expenses
for the three and nine month 2005 periods include $2,400,000 and $4,500,000, respectively, related to
Indular, an Argentine shoe manufacturing company that was sold in the fourth quarter of 2005.

For the three and nine month periods ended September 30, 2006, the Company's effective income tax
rate is lower than the federal statutory rate prunarily because of the reversal of $6,000,000 of state
income tax reserves dne to the favorable resolution of certain contingencies. The income tax provisions
for the three and nine month periods ended September 30, 2005 reflect credits of $25,100,000 and
$1,135,100,000, respectively, as a result of the reversal of a portion of the valuation allowauce for the
deferred tax asset. The Company adjusted the valuation allowance in 2005 siace it believes it is more
likely than not that it will have future taxable income sufficient to realize that portion of the net
deferred tax asset.
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Associated Companies

Equity in income (losses) of associated companies for the three aad niae month periods ended
September 30, 2006 and 2005 includes the following (in thousands);

For the Three Month For the Nine Month
Period Ended Se tember 30, Period Ended SePtember 30,

2006 2005

$ — $(81,700)
(4/00) 6,100
4,200 8,400

300 800

In early 2006, Olympus Re Holdings, Ltd. raised a significant amouat of aew equity to replace some,
but not all of the capital that was lost as a result of the 2005 humcanes. Since the Company did aot
invest additional capital in Olympus, its equity interest was diluted (to less than 4%) such that it no
longer applies the equity method of accounting for this investment subsequent to December 31, 2005,
The Compaay wrote down the book value of its remaining investment in Olympus to zero ia 2005.
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In May 2005, Union Square sold its interest in an office complex located on Capitol Hill in Washington,
D,C. During the second quarter of 2005, the Company received its share of the net proceeds totaling
$71,800,000 and received an additional $1,000,000 in the fourth quarter for its share of escrowed
proceeds. The Company recognized a pre-tax gaia on the sale, including the escrowed proceeds, of
$71,900,000.

Discontinued Operations

Healrhcare Services

As discussed above, in July 2006 the Company sold Symphony and classified its historical operating
results as a discontinued operation during the second quarter. Pre-tax income of the healthcare services
segment was $200,000 for the three month period ended September 30, 2005 and $200,000 and
$2,400,000 for the nine month periods ended September 30, 2006 and 2005, respectively. Gain on
disposal of discontinued operations for the 2006 periods includes a pre-tax gain on the sale of
Symphony of $53,300,000 ($33,500,000 after tax).

Telecornmuriicarions-A TX

As discussed above, in September 2006 the Company sold ATX and classified its historical operating
results as a discontinued operation during the third quarter. Pre-tax income (loss) of ATX was

$(3,200,000) and $1,000,000 for the three month periods ended September 30, 2006 and 2005,
respectively, and $(1/00,000) and $200,000 for the nine month periods ended September 30, 2006 and
2005, respectively. Gain on disposal of discontinued operations for the 2006 periods includes a pre-tax
gain on the sale of ATX of $41,600,000 ($26,100,000 after tax).

Real Estate

In May 2005, the Company sold its 716-room Waikiki Beach hotel and related assets for an aggregate
purchase price of $107,000,000, before closing costs and other required payments. The Company
recorded a pre-tax gain of $56,600,000 ($54,600,000 after tax), which is reflected in gain on disposal of
discontinued operations for the nine month period ended September 30, 2005.

WilTel

Gain on disposal of discontinued operations for the three and nine month 2006 periods includes
$700,000 and $600,000, respectively of pre-tax gains ($500,000 and $400,000, respectively, after tax)
principally for the resolution of certain sale-related contingencies and obligations aud working capital
adjustments related to WilTel, which was sold in the fourth quarter of 2005. WilTel's pre-tax income
classified as a discontinued operation was $57/00, 000 and $78@00,000 for the three and nine month
periods ended September 30, 2005, respectively

Other

In the third quarter of 2006, the Company sold its gas properties and recorded a pre-tax loss on disposal
of $900,000 ($600,000 after tax). Income (loss) from discontinued operations for the nine month 2006
period includes $2,900,000 of pre-tax losses related to these gas properties; amounts for the comparable
period in 2005 as well as for the three month 2006 and 2005 periods were not material.

Cautionary Statement for Forward-Loollng Information

Statements included in this Report may contain forward-looking statements Such statements may
relate, but are not limited, to projections of revenues, income or loss, development expenditures, plans
for growth and future operations, competition and regulation, as well as assumptions relating to the



foregoing. Such forward-looking statements are made pursuant to the safe-harbor provisions of the
Private Securities Litigation Reform Act of 1995.

Forward-looking statements are inherently subject to risks and uncertainties, maay of which cannot be
predicted or quantified. When used in this Report, the words "estimates, " "expects, " "anticipates, "
"believes, " "plans, " "intends" and variations of such words and similar expressions are intended to
identify forward-looking statements that involve risks and uncertainties. Future events aad actual results
could differ materially from those set forth in, contemplated by or underlying the forward-looking
statements.

Factors that could cause actual results to differ materially from any results projected, forecasted,
estimated or budgeted or may materially and adversely affect the Company's actual results include but
are aot limited to the followiag. potential acquisitioas aad dispositions of our operations aad
investments could change our risk proflle; dependence on certaia key personnel; economic dowaturns;
changes in the U.S. housing market; changes in telecommunications laws and regulations; risks
associated with the increased volatility ia raw material prices and the availability of key raw materials;
compliance with government laws and regulations; changes in mortgage interest rate levels or changes
ia consumer lending practices; a decrease in consumer spending or general increases in the cost of
living; proper functioning of our information systems, intense competitioa in the operation of our
businesses; our ability to generate sufficient taxable income to fully realize our deferred tax asset;
weather related conditions and significant natural disasters, including hurricanes, tornadoes, wind-
storms, eardiquakes and hailstorms; our ability to insure certain risks economically; reduction or
cessation of dividend payments on our common shares. For additional information see Part I, Item 1A.
Risk Factors in the 2005 10-K and Part 11, Item 1A. Risk Factors contained herein,

Undue reliance should not be placed on these forward-looking statements, which are applicable only as
of the date hereof The Company undertakes ao obligation to revise or update these forward-looking
statements to reflect events or circumstances that arise after the date of this Report or to reflect the
occurrence of unanticipated events.

Item 3. Quantitative and Qualitative Disclosures About Market Risk.

Iaformation required under this Item is contained in Item 7A of the Company's Annual Report on
Form 10-K for the year ended December 31, 2005, aad is incorporated by reference herein.

Item 4. Controls and Procedures.

Evaluation of disclosure controls and procedures

(a) The Company's management evaluated, with the participation of the Company's principal
executive and principal financial officers, the effectiveness of the Company's disclosure controls
and procedures (as defmed in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act
of 1934, as amended (the "Exchange Act")), as of September 30, 2006. Based on their
evaluation, the Company's pxiacipal executive and principal financial officers concluded that the
Company's disclosure controls and procedures were effective as of September 30, 2006

Changes in internal control over fmancial reporting

(b) There has been no change in the Company's internal control over Gnancial reporting (as defined
in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) that occurred during the Company's
fiscal quarter ended September 30, 2006, that has materially affected, or is reasonably likely to
materially affect, the Company's internal control over financial reporting.



PART II—OTHER INFORMATION

Item 1.Legal Proceedings.

Reference is made to the Company's Quarterly Report on Form 10-Q for the fiscal quarter ended June
30, 2006 and the disclosure contained in such Report with respect to litigation concerning The Thaxton
Group, Inc. (together with its subsidiaries, "Thaxton"). On September 12, 2006, Thaxton aad the
Company's affiliate, The FINOVA Group Iac. and its subsidiaries (collectively, "Fiaova") reached a
preliminary settlement to resolve all outstanding claims in the ongoing litigation involving Thaxton aad
Fiaova (the "Settlement" ). As part of the Settlement, the previously disclosed lawsuit pending in the
United States District Court for the District of South Carolina, Anderson Division ia which the
Company and one of its executive officers were named as defendants is also being settled without any
payment by or adverse finding against the Company and its executive. An agreement reflecting the
Settlement has been signed by the parties and is subject to the satisfaction of certain conditions,
including (i) approval of the District Court and the Thaxton and Finova bankruptcy courts and (ii) final
District Court approval of the fairness of the Settlemeat.

Por additional iaformatioa concerning Finova and Thaxton-related litigation, reference is made to the
Form 10-K fox the year ended December 31, 2005 filed by The FINOVA Group Inc, and its Form 10-Q
for the quarter ended September 30, 2006.

Item lA. Risk Factors.

As a result of the chapter 11 filing of Premier in September 2006, the Coinpany is adding to its risk
factors the item listed below that is specific to the Premier investment.

As a debtor in possession, Premier must obtain bankruptcy court approvai for the conduct of its
business. Premier is currently operating under bankruptcy court supervision as a debtor in possession,
aad the bankruptcy court will need to approve its access to financing aad any other transactions outside
the ordinary course of business. If the court does not authorize Premier to eater into the $180,000,000
debtor in possessioa financing offered by an affiliate of the Company (to repay the Premier Notes), or if
the court does not otherwise provide Premier access to insurance proceeds already paid to Premier but
held under the control of Premier's pre-petition bondholders, Premier would not have sufficient fuads
to xepair and rebuild the Hard Rock Biloxi and fund its pre-opening expenses. Risks aad uncertainties
related to Premier's chapter 11 filiag also include those xelated to the actioas of Premier's creditors and
other third parties with aa interest in Premier's chapter 11 proceedings.

Item 6. Exhibits.

10.1 Form of Subscription Agreement, dated as of July 1S, 2006, by and among FMG Chichester
Pty Ltd, the Company, and Fortescue Metals Group Ltd.

10.2 Form of Amending Agreement, dated as of August 18, 2006, by and among PMG. Chichester
Pty Ltd, the Company, and Fortescue Metals Group Ltd.

31.1 Certification of Chaixmm of the Board aad Chief Executive Officer pursuant to Section 302
of the Sarbaaes-Oxley Act of 2002.

31.2 Certificatioa of President pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
31.3 Certification of Chief Financial Officer pursuant to Section 302 of the Sarbaaes-Oxley Act of

2002.
32,1 Certification of Chairman of the Board and Chief Executive Officer pursuant to Section 906

of the Sarbanes-Oxley Act of 2002.
32.2 Certificatioa of President pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
32.3 Certification of Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of

2002.
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PART I—HNANCIAL INFORMATION

Item 1.Hnancial Statements.

LEUCADIA NATIONAL CORPORATION AND SUBSIDIARIES
Cosltolidated Balance Sheets
September 30, 2006 and December 31, 2005
(Dollars in thousands, except par value)

Assets
Current assets:

Cash and cash equivalents .
Investments
Trade, notes and other receivables, net
Prepaids and other current assets .

Total current assets. ..... . .. . . . . ...
Restricted cash
Non-current investments.
Notes and other receivables, net
Intangible assets, net and goodwill
Deferred tax asset, net
Other assets
Property, equipment and leasehold improvements, net
Investments in associated companies ... ,

Total,

Liabilities
Current liabilities:

Trade payables and expense accruals.
Other current liabilities
Debt due within one year
Income taxes payable

Total current liabilities.
Other non-current liabilities .
Long-term debt

Total liabilities.

Commitments and contingencies

Minority interest

Shareholders' Equity
Common shares, par value $1 per share, authorized 300,000,000 shares;

216,326,442 and 216,058,016 shares issued and outstanding, after
deducting 56,875,963 and 56,874,929 shares held in treasury. .... . . . .. . .

Additional paid-in capital
Accumulated other comprehensive loss ..
Retained earnings

Total shareholders' equity

Total,

SeI3lembet 30, Deee333ber 31,
2006 2005

(Uaaudited)

$301,019
980,144
100,005
173,165

19554/33
18/62

1~2@82
29,801
61@93

972,876
369,576
236,095
709,815

$386,957
1@23,562

377,216
140 880

2,228,615
27,018

977,327
22,747
85,083

1,094,017
213,583
237,021
375,473

$59224,433 $5,260,884

$103/27
5,633

184,079
10@78

304,017
109,655
973 637.

$259,778
23,783

175,664
15,171

474,396
121,893
986,718

1/$69309 1,583,007

139513 15,963

216@26
517,783

(113,132)
3/03 634

216,058
501,914
(81/02)

3,025,444

~834,611 3 661,914

$5~433 $5460,884

See notes to interim consolidated financial statements.



LEUCADIA NATIONAL CORPORATION AND SUBSIDIARIES
Consolidated Statements of Operations
For the periods ended September 30, 2006 aad 2005
(In thousands, except per share amounts)
(Unaudited)

For the 'lluee Month
Period Ended September 30,

2005

For the Nine Month
Period Ended Se ember 30,

Revenues and Other Income:
Manufacturiag
Iavestment and other income . .
Net securities gains

$105@75
48,609l~

$115,066
47,503
85,706

$343,180
243,706

~99 91

$223,991
111,899
132,732

170PA3 248,275 686 277 468,622

Expenses:
Manufacturing cost of sales. . . . . . .. . ..
Interest
Salaries and incentive compensation, .
Depreciation and amortization. . . .....
Selling, general and other expenses ...

919909
22,843
19@71
5,855

35,707

98,019
16303
13,256
4,296

29,641

290,698
61/41
62,042
16,187

108,570

189,140
49/40
33/16
13,675
85,223

161,415 539,038 370,494

Income (loss) Irom continuing
operattons before income taxes and
equity in income (losses) of associated
companies.

Income taxes

Income from continuing operations
before equity in income (losses) of
associated companies. . . .. . . .......... .

Equity ia income (losses) of associated
companies, net of taxes

Income from continuing operations. .... ,
Income (loss) from discontinued operations,

net of taxes
Gain on disposal of discontiaued operations,

net of taxes

Net income . .

(6,042)
(8,709)

86,860 147,239
~24,885) 48 871

98,128
~1,111,889)

111,745 1,229,937

(2,717)

89 454

~66,551)
45,214

58,770

130

122,704

(3,870)

59,356

11,962

1,241,899

81/31

S4,708

$60,477 $104,114 $178,190 $1@77,838

Basic earnings (loss) per common share:
Income from continuing operations .....
Income (loss) from discontinued operations . .
Gain on disposal of discontinued operations .

Net income,
IMuted earnings (loss) per common share:

Iacome from continuing operations ......... ,

Income (loss) from discontinued operations. .
Gain oa disposal of discoatinued operations .

Net income,

$.02
(.01)
27

$28

$ AQ

(.01)
26

$M

$.21
.27

$.48

$,21
.26

$.47

$$7
(.02)
27

$ S2

$86
(.02)
26

$ .80

$5.77
38
.25

$6,40

$5.42
35
.24

$6.01

See notes to interim consolidated financial statements.



LEUCADIA NATIONAL CORPORATION AND SUBSIDIARIES
Consolidated Statements of Cash Hows
For the nine months ended September 30, 2006 and 2005
(In thousands)
(Unaudited)

Net cash flows from operating activitisss
Net income.
Adjustments to reconcile net income to net cash provided by operations:

Deferred income tax provision (benefit).
Depreciation and amortization of property, equipment and leasehold

improvements .
Other amortization .
Share-based compensation.
Excess tax benefit from exercise of stock options .
Provision for doubtful accounts. .
Net securities gains,
Equity in income of associated companies,
Distributions from associated companies,
Net gains related to real estate, property aud equipment, and other assets. .. . . . .
Gain on disposal of discontinued operations.
Investments classified as trading, net.
Net change in:

Restricted cash.
Trade, notes and other receivables.
Prepaids and other assets .
Trade payables and expense accruals.
Other liabilities . . . . . . . ............. . .. , . . . . ....... .. ... , . . . , , , „...
Income taxes payable

Other.

Net cash provided by operating activities,

Net cash flows from investing activities
Acquisition of property, equipment and leasehold improvements. . . ...
Acquisitions of and capital expenditures for real estate investments. ..
Proceeds from disposals of i'eal estate, property and equipment, and other assets . .
Proceeds from sale of discontinued operations, net of expenses and cash of

operations sold .
Collection of Premier's insurance proceeds .
Acquisitions, net of cash acquired.
Net change in restricted cash.
Advances on notes and other receivables.
Collections on notes, loan and other receivables
Investments in associated companies.
Distributions from associated companies.
Investment in Fortescue Metals Group Ltd.
Purchases of investments (other than short-term).
Proceeds from maturities of investments.
Proceeds from sales of investments. .... . . . .... . ... .. ., ... , , .. .. . . ........... . . . .

Net cash used for investing activities.

Net cash flows from tmaneing activities:
Net change in customer banking deposits.
Issuance of long-term debt
Reduction of long-term debt.
Issuance of common shares. . . . , .
Purchase of common shares for treasury.
Excess tax benefit from exercise of stock options.
Other

Net cash provided by (used for) financing activities.

Effect of foreign exchange rate changes on cash . . ..... ..... . , .„,, , ...„........ . .
Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at January 1,
Cash and cash equivalents at September 30,

2005

$1,377,838

96@44 (1,135,100)

28/71
(99936)

(376)
1,005

(99891)
(3&,792)
7~09

(999344)
(94,616)
(3,885)

8,625
156@&4

(1@94)
(127~)
(15/00)

(4i179)
89288

142/74
2,132

3,951
(135,009)
(12,692)
&9/93

(36,968)
(56,708)
19,472

(9,152)
31,&60

(14,743)
(17,133)
(28,823)
(1,634)~673)

68~1 218/85

(33~9)
(57498)
179P&5

ij5g04
109P83

(105/&2)(~)
(23/88)
21,790

(2679273)
2,040

(408@30)
(39010~

893@39
29483,093

(109/59)
(20353)
27/79

101360

(172,622)
(2,415)

(100)
3,015

(6/41)
2,619

(2,342,929)
977,805

1,417~

61,739
(34,042)

(33)
376

6/64

(859938)
386+57

(24465)
70,765

(58,978)
1/84

11,858

(880)
80 tt28

4&6,948
$ 567,&76

1192,431) ~124,619)

See notes to interim consolidated Qnancial statements.



LEUCADIA NATIONAL CORPORATION AND SUBSIDIARIES
Consolidated Statements of Changes in Shareholders' Equity
For the aiae months ended September 30, 2006 aad 2005
(In thousands, except par value)
(Unaudited)

Common
Shares
$1 Par
Value

Accumulated
Additional Other

Paid-In Comprehensive
Capital Income (Loss)

Retained
~Earnin Total

Balance, January 1, 2005, . . ............
Comprehensive income:

Net change ia.unrealized gaia (loss)
oa investments, net of taxes of $0.

Net change in unrealized foreign
exchange gain (loss), net of taxes
of $0

Net change in unrealized gain (loss)
on derivative instruments, net of
taxes of $0

Net income

Comprehensive income. .. .. .......
Issuance of common shares on

acquisition of minority interest in
MK Resources Company ........... .

Exercise of options to purchase
common shares

Balance, September 30, 2005. ..... .... .
Balance, January 1, 2006, . . ............
Comprehensive income:

Net change in unrealized gaia (loss)
on investments, net of taxes of
$18,163

Net change in unrealized foreign
exchange gain (loss), aet of taxes
of $298

Net change in unrealized gain (loss)
on derivative instruments, net of
taxes of $84 .

Net income

Comprehensive income. .......... .
Share-based compensation expease
Exercise of options to purchase

common shares, including excess tax
benefit.

Purchase of common shares for
treasury.

Balance, September 30, 2006. . ........

$215@01 $490,903 $136,138 $1,416,411 $2,258,653

(95,818)

(14,802)

(95,818)

(14,802)

2,395 2,395
1377,838 1,377,838

1,269,613

668 12,191 12,859

192 1,392 1,584
$216,061 $504,486 $27,913 $2,794/49 $3,542,709

$216,058 $501,914 $ (81,502) $3,025,444 $3,661,914

(32,009) (32,009)

526 526

12,390

(147) (147)
178,190 178,190

146,560

12,390

269 3/11 3,780~1 ~32 ~33
$216326 $317,783 ~$113,132 $3203,634 $3,824,611

See notes to interim consolidated financial statements.



LEVCADIA NATIONAL CORPORATION AND SVBSIDIARIES

Notes to Interim Coasohdated Financial Statements

1. The unaudited interim consolidated financial statements, which reflect all adjustments (consisting of
normal recurring items or items discussed herein) that management believes necessary to present
fairly results of interim operations, should be read in conjunction with the Notes to Consolidated
Financial Statements (including the Summary of Signiacant Accounting Policies) included ia the
Company's audited consolidated financial statemeats for the year ended December 31, 2005, which
are included ia the Compaay's Annual Report Gled on Form 10-K, as amended by Form 10-K/A, for
such year (the "2005 10-K"),Results of operations for interim periods are not necessarily indicative
of annual results of operations, The consolidated balance sheet at December 31, 2005 was extracted
from the audited annual financial statements and does not include all disclosures required by
accountiag principles generally accepted in the United States of America ("GAAP") for aaaual
financial statements.

Oa June 14, 2006, a two-for-oae stock split was effected ia the form of a 100% stock dividend that
was paid to shareholders of record on May 30, 2006. The financial statements (and notes thereto)
give retroactive effect to the stock split for all periods presented.

In June 2006, the Financial Accountiag Standards Board ("FASB")issued FASB Interpretation No.
48, "Accouatiag for Uncertainty ia Income Taxes—an Interpretation of FASB Statement No. 109"
("FIN 48"), which prescribes the accouatiag for and disclosure of uncertainty in income tax
positions, FIN 48 deQnes the criteria that must be met before aay part of the beaefit of a tax position
can be recognized in the financial statements, provides guidance for the measurement of tax benefits
recognized and guidance for classi6catioa and disclosure. FIN 48 is effective for fiscal years
beginning after December 15, 2006, with the cumulative effect of the change in accouating principle
recorded as an adjustment to opening retained earaings The Coinpany is currently evaluating the
impact of adopting FIN 48 oa its consolidated financial statements.

In September 2006, the FASB issued Statemeat of Financial Accounting Standards No, 157, "Fair
Value Measurements" ("SFAS 157"), which defines fair value, establishes a framework for
measuring fair value and expands disclosures about fair value measurements. SFAS 157 is effective
for fiscal years beginning after November 15, 2007. The Company is currently evaluating the impact
of adoptiag SFAS 157 on its consolidated fmaacial statemeats.

In September 2006, the FASB issued Statement of Financial Accountiag Standards No. 158,
"Employers' Accounting for Defined Benefit Pension and Other Postretirement Plans —an
amendment of FASB Statemeats No. 87, 88, 106, and 132(R)" ("SFAS 158"), which requires
companies to recognize oa their balaace sheet a net liability or asset for the funded status of their
defmed benefit pension and other postretirement plans, recognize changes in funded status through
comprehensive income and provide additional footnote disclosures. SFAS 158 is effective for
publicly traded calendar year-ead companies as of December 31, 2006. Ia addition, SFAS 158
requires compaaies to measure the funded status of their plans as of the date of its fiscal year-end,
with limited exceptions, effective for fiscal years ending after December 15, 2008. The Company is
currently evaluating the impact of adopting SFAS 158 on its consolidated finaacisl statements, but
does not believe it will have a material impact.

Certain amounts for prior periods have also been reclassified to be consistent with the 2006
presentation, and to reflect as discontinued operations WilTel Coiruauaicatioas Group, LLC
("WilTel"), which was sold during the fourth quarter of 2005, Symphony Health Services, LLC
("Symphony" ), which was sold ia July 2006, and ATX Communications, Iac. ("ATX"), which was
sold in September 2006. For more information concerning the sales, see Note 9.

2. Results of operations for the Company's segments are reflected from the date of acquisition. The
primary measure of segment operating results and profitability used by the Company is income (loss)
from continuing operations before income taxes and equity in income (losses) of associated
companies. As a result of the classification of Symphony and ATX as discontinued operations, the



Notes to Interim Consolidated Financial Statements, continued

Company no longer has a healthcare services segment or a telecommunications segment; for
information about the Company's new gaming entertainment segment, see Note 17,

Certain information concerning the Company's segments for the three and nine month periods
ended September 30, 2006 and 2005 is presented in the following table (ia thousands). -

For the Three Month For the Nine Month
Period Ended Period Ended
September 30, September 30,

2006 2005 2006 2005

Revenues and other income (a):
Manufacturing:

Idaho Timber
Plastics .

Gaming Entertainment
Domestic Real Estate . . .
Other Operations.
Corporate (b).

Total consolidated revenues and other income ..
Income (loss) horn continuing operations before

mcome taxes and equity in income (losses) of
associated companies:

Manufacturing:
Idaho Timber
Plastics .......... . ... . . .

Gaming Entertainment
Domestic Real Estate .
Other Operations (c) .
Corporate (b).

Total consolidated income (loss) from
continuing operations before income taxes
and equity in income (losses) of associated
companies

$77,614
27@44
1,599
4r951

12,474
45,661

$90,887
24/00

4,824
31,421
96,643

$261r895
82,175
2,441

76/36
30~1

232.779

$154,419
69,943

22,116
49,614

172,530

$335
5,150
(830)

(2453)
(8,856)

512

$4,463
4,344

1,034
15,403
61,616

$11/71
15@74

(217)
48~

(22,657)
94r423

$4,112
12,289

1,576
10,832
69,319

$ (6,042) $86,860 $147/39 $98,128

$170PA3 $248475 $686/77 $468,622

(a) Revenues and other income for each segmeat include amounts for services rendered and
products sold, as well as segment reported amounts classified as investmeat and other income
and net securities gains on the Company's consolidated statements of operations.

(b) Includes net securities gains of $16,300,000 and $75,800,000 for the three month periods ended
September 30, 2006 and 2005, respectively, and $99,400,000 and $123400,000 for the nine month
periods ended September 30, 2006 and 2005, respectively. Net securities gains include provisions
of $9,700,000 and $4,000,000 for the three month periods ended September 30, 2006 and 2005,
respectively, and $12,300,000 aad $7300,000 for the aine moath periods ended September 30,
2006 and 2005, respectively, to write down investmeats in certain available for sale securities due
to declines ia market value determined to be other than temporary.

(c) Losses in other operations for the 2006 periods principally relate to research and development
expenses and operating expenses of the Compaay's medical product development subsidiary.

For the three month periods ended September 30, 2006 and 2005, income from continuing operations
has been reduced by depreciation aad amortization expenses of $10,400,000 aad $8@00,000,
respectively; such amounts are primarily comprised of Corporate ($2,900,000 and $2,700,000,
respectively), manufacturing ($4,400,000 and $4,000,000, respectively) and other operations
($1,700,000 and $1/00,000, respectively). For the nine month periods ended September 30, 2006
and 2005, income from continuing operations has beea reduced by depreciation and amortization
expenses of $29300,000 and $24,000,000, tespectively; such amounts are primarily comprised of
Corporate ($8,800,000 and $8,000,000, respectively), manufacturing ($13,000,000 aad $9,900,000,



Notes to Interim Consohdated Fmancial Statements, continued

respectively) and other operations ($4,200,000 and $4/00, 000, respectively). Depreciation and
amortization expenses for other segments are not material.

For the three month periods ended September 30, 2006 and 2005, income from continuing operations
has been reduced by interest expense of $22,800,000 and $16,200,000, respectively; such amounts are
primarily comprised of Corporate ($18,100,000 and $15,900,000, respectively), gaming entertainment
($4,700,000 in 2006) and other operations ($300,000 in 2005). For the nine month periods ended
September 30, 2006 and 2005, income from continuing operations has been reduced by interest
expense of $61500,000 and $49/00, 000, respectively; such amounts are primarily comprised of
Corporate ($53,100,000 and $47,000,000, respectively), gaming entertainment ($8,000,000 in 2006)
and other operations ($1,200,000 in 2005). Interest expense for other segments is not material,

3. The following tables provide summarized data with respect to signi6cant investments in associated
companies accounted for under the equity method of accounting for the periods the investments
were owned. by the Company. The information is provided for those investments whose relative
significance to the Company could result in the Company including separate audited financial
statements for such investments in its Annual Report on Form 10-K for the year ended December
31, 2006 (iu thousands).

September 30, September 30,
2006 2005

EagleRock Capital Partners (QP), LP ("EagleRock"):
Total revenues .
Income (loss) from continuing operations before extraordinary items. ,
Net income (loss)
The Company's equity in net income (loss)

Jefferies Partners Opportunity Fund II, LLC ("JPOF II"):
Total revenues .
Income fxom continuing operations before extraordinary items ..... .
Net incotne
The Company's equity in net income

$10/00 $(16,800)
9,600 (18,000)
9,600 (18,000)
7,100 (13/00)

$37)900 $31,600
36/00 29,300
36/00 29,300
23/00 19,500

4. A summary of investments at September 30, 2006 and December 31, 2005 is as follows (in
thousands):

tember 30, 2006 December 31, 2005
Carrying Value Carrying Value

Autotttaed aud Xstbnated Amortized and Estimated
Cost Fair Valiie Cost Fair Value

Current Investments:
Investments available for sale ....... , .
Trading securities.
Other investments, including accrued

interest income. . . . , . .. . . ..
Total current investments

Non-current Investments:
Investments available for sale ....
Other investments

Total non-current investments, .

$859/98 $86~73 $1,206,973 $1/06, 195
103)445 102)975 103,978 105,541

14,796 ~1796 11,026 11,S26

$~977 9 $900,144 $1,322,777 $1,323,362

$190949480 $1)10~78 $762,178 $825,716
170 904 170/04 131,611 131,611

$~2266 304 ~$1 72~ $913,7S9 $977,327

During the first quarter of 2006, the Company sold all of its 115,000,000 shares of Level 3
Communications, Inc. common stock that it had received in connection with the sale of WilTel for
total proceeds of $376,600,000 and recorded a pre-tax gain of $37,400,000.



Notes to Interim Consolidated Fiaan«ial Statements, continued

5. A summary of intangible assets, net and goodwill at September 30, 2006 and December 31, 2005 is as
follows (in thousands):

September 30, December 31,
200t| 2005

Intangibles:
Customer relationships, net of accumulated amortization of $9,980

and $6,686
Trademarks and tradename, net of accumulated amortization of

$192 and $268.
Software, net of accumulated amortization of $0 aad $701.
Patents, net of accumulated amortization of $259 aad $142 .... . . . . .
Other, net of accumulated amortizatioa of $1,583 and $1,488 . . . , . . .

GoodwilL

~62

2,II71
788

lM51

$6~93

4,140
4,399
2,188
1,446

13,999

$85,083

$48,621 $58,911

During the nine moaths ended September 30, 2006, the Company recorded $4,200,000 of aew
intaagible assets, principally customer relationships, resulting from acquisitions by the plastics
manufacturing segment aad the other operations segment. Intangible assets, net at December 31,
2005 included $16/00,000 related to ATX, which was sold in September 2006.

Amortization expense on intangible assets was $2,000,000 and $1,500,000, respectively, for the three
month periods ended September 30, 2006 aad 2005, and $5,700,000 and $3,900,000, respectively, for
the aine month periods ended September 30, 2006 aad 2005. The estimated aggregate future
amortization expense for the intangible assets for each of the next five years is as follows: 2006 (for
the remaining three months)-$2, 000,000; 2007-$7,100,000; 2008-$6,600,000; 2009-$6,100,000; and
2010-$5,800,000.

At September 30, 2006 and December 31, 2005, goodwill included $8,200,000 within the plastics
manufacturing segment; at December 31, 2005, goodwill also included $5,800,000 related to ATX.

A summary of accumulated other comprehensive income (loss), net of taxes at September 30, 2006
and December 31, 2005 is as follows (in thousands):

September 30, December 31,
3lss 2005

Net unrealized losses on investmeats
Net unrealized foreiga exchange losses .
Net unrealized losses oa derivative instruments.
Net minimum pension liability.

$ (543390)
(23364)
(1,155)

(55/23)
~$113,132)

$(22,381)
(2,890)
(1,008)

~SS223
~$81802)

Investment aad other income includes changes in the fair values of derivative fiaancial instruments
of $(900,000) and $1,600,000 for the three month periods ended September 30, 2006 and 2005,
respectively, and $900,000 and $1/00, 000, for the nine month periods ended September 30, 2006 and
2005, respectively,

In February 2006, Square 711 Developer, LLC ("Square 711"), a 90% owned subsidiary of the
Company, completed the sale of 8 acres of unimproved laad in Washington, D.C. for aggregate cash
consideration of $121,900,000. The land was acquired by Square 711 in September 2003 for cash
consideration of $53,800,000. After satisfactioa of mortgage indebtedness on the property of
$32,000,000 aad other closing paymeats, the Company received net cash proceeds of approximately
$75,700,000, aad recorded a pre-tax gain of $48,900,000.

In July 2006, the Company sold Symphony to RehabCare Group, Inc. for aggregate cash
consideration of approximately $107,000,000. After satisfaction of Symphony's outstanding credit
agreement ($31,700,000 at date of sale) aad other sale related obligations, the Company realized net
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cash proceeds of $62,300,000 aud recorded a pre-tax gain on sale of discontinued operations of
$53,300,000 ($33/00,000 after tax). Results of operations for Symphony for the three month period
ended September 30, 2005 and for the nine month periods eaded September 30, 2006 and 2005 are as
follows (in thousands):

Revenues and other income:
Healthcare revenues.
Investmeat and other income

Expenses:
Healthcare cost of sales . . . . . . ...... .
Interest.
Salaries,
Depreciation and amortization
Selling, general and other expenses. .

Income from discontinued operations before
income taxes.

Income taxes

Income from discontiaued operations . . . . . . . ..

For the Mree Month
Period Ended
Se tember 30,

2005

$54,376
208

54,584

46,308
674

3,483
280

3,667

54,412

172~3)
$ 175

For the Nine Month
Period Ended
Se tember 30,

2006 2005

$110@70 $182,791
225 751

110,595 183,542

95,628
1,195
5,835

708
7,013

154,100
2,143
9,968

895
14,059

110)379 181,165

216 2/77
1W ~11)

$109 $2/88

The Company has not classified Symphony's assets and liabilities as discontinued operations
because the balances are not material. Summarized information for Symphony's assets and
liabilities is as follows (in thousands);

December 31,
2005

Current assets. ..
Non-current assets

Total assets.

Current liabilities
Non-current liabilities .

Total liabilities .

$52,470
3,165

$55,63S

$45,262
280

$45/42

At December 31, 200S, current assets principally consisted of trade receivables and curreat
liabilities principally coasisted of trade payables and amounts due under Symphony's credit
agreement.

In September 2006, the Compaay sold ATX to Broadview Networks Holdiags, Inc. for aggregate
cash consideration of approximately $85,700,000, subject to working capital adjustments, and
recorded a pre-tax gain on sale of discontinued operations of $41,600,000 ($26,100,000 after tax).



Notes to Interim Consolidated Financial Statements, continued

Results of operations for ATX for the three and nine month periods ended September 30, 2006 and
2005 are as foHows (in thousands):

For the Three Month For the Nine Month
Period Ended Period Ended

2006 2005 2006 2005

Revenues and other income:
Telecommunication revenues.
Investment and other income ..

$39477 $40,402 $118~7 $70,995
172 4 13275 66

39/49 40,406 120QAi2 71,061

Expenses:
Telecommunication cost of sales .
Interest.
Salaries.
Depreciation and amortization. . ....
Selling, general and other expenses ..

25,007
38

8,585
2 223
6,869

42,722

24,149
35

6,456
2,412

76 403

39,455

723231
126

21,054
7@74

20,629

121/14

43,490
64

11,539
4,179

11,557

70,829
Income (loss) from discontinued operations before

income taxes.
Income taxes

Income (loss) from discontinued operations. ........

(3,173) 951
~3073 3

$ (2,466) $946

(1~2)
749

$ (1,901)

232
101

$131
The Company has not classified ATX's assets and liabilities as discontinued operations because the
balances are not material. Summarized information for ATX's assets and liabilities is as follows (in
thousands):

Deeernher 31,
2005

Current assets,
Non-current assets,

Total assets.

Current liabilities .. ....
Non-current liabilities

Total liabilities

$40,308
48/50

$88,858

$32,479
72 001

$34,480

At December 31, 2005, current assets principally consisted of cash and trade receivables, non-
current assets principally consisted of property and equipment and intangible assets and goodwill,
and current liabilities principally consisted of trade payables.

For the three and nine month 2006 periods, gain on disposal of discontinued operations also
reflects $700,000 and $600,000, respectively, of pre-tax gains ($500,000 and $400,000, respectively,
after tax) principally for the resolution of certain sale-related contingencies and obligations and
working capital adjustments related to WilTel, which was sold in the fourth quarter of 2005. In
addition, gain on disposal of discontinued operations for the 2006 periods includes a pre-tax loss of
$900,000 ($600,000 after tax) from the sale of the Company's gas properties during the third
quarter, Income (loss) from discontinued operations for the nine month 2006 period includes
$2,900,000 of pre-tax losses ($2,100,000 after tax) related to these gas properties; amounts for the
comparable period in 2005 as weH as for the three month 2006 and 2005 periods were not material.
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Notes to Interim ConsoHdated Haancial Statemeats, coatinued

10. Pension expense charged to operations for the three and aine month periods ended September 30,
2006 and 2005 related to the defined benefit pension plaa (other than WilTel's plan) included the
following compoaeats (in thousands):

For the Three Month For the Nine Month
Period Ended Period Ended
September 30, September 30,

2006 2005 2006 2005

Interest cost
Expected return on pisa assets
Actuarial loss.
Amortization of prior service cost . .

Net pension expense

$479 $511 $1,446
(263) (222) (795)
226 220 697

1 1 2
$443 $510 $1+$0

$1/34
(679)
636

3
$1,494

Interest cost,
Service cost.
Expected return on plan assets
Actuarial loss.

Net pension expense

Employer contributions to the defined benefit pension plan (other than WilTel's plan) were
$7,000,000 during the first aine months of 2006.

WilTel's defiaed beaefit pension plan expense charged to operations for the three and nine month
periods ended September 30, 2006 and 2005 included the following coinpoaeats (in thousands):

For the Three Month For the Nine Month
Period Ended Period Ended
Se tember 30, September 30,

2006 2005 2006 2003

$2~ $2,954 $7,463 $7,057
1,528 3,459

(1,766) (2329) (5/99) (4,882)
397 2,327 1,190 2/50

$1,11$ $4,580 $3P54 $7,984

As more fully discussed in the 2005 10-K, WilTel was sold in December 2005 but its defined benefit
pension plan was excluded from the sale. The defined benefi pension plan expense for periods
prior to the sale is classified as discontinued operatio'ns; expenses subsequent to the sale have been
charged to continuing operatioas.

Employer contributions to WilTel's defined benefit peasion plan were $42,800,000 during the first
aine months of 2006; as disclosed in the Company's 2005 10-K such contributions were estimated to
aggregate $29,100,000 for all of 2006. Additional contributions were made during 2006 to reduce
the underfunded status of the plaa which has the effect of reducing the cost of government charged
variable insurance premiums.

Several subsidiaries provide certain healthcare and other benefits to certaia retired employees
under plans which are currently unfunded. The Company pays the cost of postretirement benefits
as they are incurred. Amounts charged to expense were not material in each of the three and nine
month periods ended September 30, 2006 and 2005.

11. Effective January 1, 2006, the Company adopted Statemeat of Financial Accounting Standards No.
123R, "Share-Based Paymeat" ("SFAS 123R"), using the modified prospective method. SFAS
123R requires that the cost of all share-based payments to employees, including graats of employee
stock options and warrants, be recognized in the financial statements based oa their fair values. The
cost is recognized as an expense over the vesting period of the award. Prior to adoption of SFAS
123R, no compensation cost was recognized in the statemeats of operations for the Company's
share-based compensation plans; the Company disclosed certain pro forrna amounts as required.

The fair value of each award is estimated at the date of grant using the Black4choles option priciag
model, As a result of the adoptioa of SFAS 123R, compensatioa cost increased by $3,000,000 aad
$12,400,000, respectively, for the three and aine month 2006 periods and net income decreased by

11



Notes to Intema Consolidated Financial Statements, continued

$2,000,000 and $8,100,000, respectively, for the three aad nine month 2006 periods. Had the
Company used the fair value based accounting method for the three aad nine month 2005 periods,
compensation cost would have been higher by $400,000 and $1,400,000, respectively, aad primary
and diluted earnings per share would not have changed. As of September 30, 2006, total
unrecognized compensation cost related to nonvested share-based compensatioa plans was
$29,500,000; this cost is expected to be recognized over a weighted-average period of 1.7 years.

As of September 30, 2006, the Company has two share-based plans: a fixed stock optioa plan aad a
senior executive warrant plan. The fixed stock option plan provides for grants of options or rights
to non-employee directors and certain employees up to a maximum grant of 450,000 shares to any
individual in a given taxable year. The maximum number of common shares that may be acquired
through the exercise of options or rights under this plan cannot exceed 2,519,150.The plan provides
for the issuance of stock options and stock appreciation rights at not less than the fair market value
of the underlying stock at the date of grant. Options granted to employees uader this plan are
intended to qualify as incentive stock options to the extent permitted under the Internal Revenue
Code and become exercisable in five equal annual instalments starting one year from date of grant,
Options granted to non-employee directors become exercisable in four equal annual instalments
starting one year from date of grant. No stock appreciation rights have been granted, As of
September 30, 2006, 2,495,150 shares were available for grant uader the plan. During the nine
month period ended September 30, 2006, 24,000 options at $30.78 per share were granted; duriag
the nine month period eaded September 30, 2005, 12,000 options at $18.03 per share were granted.

The senior executive warrant plan provides for the issuance, subject to shareholder approval, of
warrants to purchase up to 2,000,000 common shares to each of the Company's Chairman and
President at an exercise price equal to 105% of the closing price per share of a common share on
the date of grant. On March 6, 2006, the Company's Board of Directors approved, subject to
shareholder approval, the grant of warrants to purchase 2,000,000 common shares to each of the
Company's Chairman aad President at an exercise price equal to $28,515 per share (105% of the
closing price per share of a common share oa that date). In May 2006, shareholder approval was
received aad the warrants were issued. The warrants expire in 2011 and vest ia 6ve equal tranches
with 20% vesting on the date shareholder approval was received and an additional 20% vesting in
each subsequent year.

The following summary presents the weighted-average assumptions used for grants made during the
2006 aad 2005 periods:

Risk free interest rate. ......... . . .
Expected volatility . .
Expected dividend yield.
Expected life
Weighted average fair value per grant ..

Options

492%
22.78%

$1%
43 years

$7.75

4.95%
23.05%

.41%
43 years

$9.39

2005

~Otions

3.77%
23.58%

.69%
4.3 years

$4,29

The expected life assumptions were based oa historical behavior and incorporated post-vesting
forfeitures for each type of award aad population identified.
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Notes to Interim Consolidated Financial Statements, continued

The followiag table summarizes information about outstanding stock options at September 30, 2006
and changes during the nine months then ended;

Outstanding at January 1, 2006 ..
Granted
Exercised.

Forfeited

Outstanding at September 30, 2006 . .

Exercisable at September 30, 2006. . .

1,955,260
24,000

(269,460)

1,709,800

556,900

Weighted-Average
Exercise Price

$17.60
$30.78
$12.63

$—
$18.56

$14,88

Weighted-Average
Remaining

Contractual Term
(in years)

3.5

2.8

Aggregate
intrinsic

Value

$4,ooo,ooo

$13,100,000

$6,300,000

12,

13

14.

15.

16,

At September 30, 2006, 4,000,000 warrants were outstanding and 800,000 were exercisable but had
no aggregate intrinsic value as the exercise price exceeded the market value. Both the outstanding
and exercisable warrants had a weighted-average remaining contractual term of 4.4 years, No
warrants were exercised or forfeited during the nine month 2006 period.

For the 2006 periods, the Company's effective income tax rate is lower than the federal statutory
rate because of the reversal of $6,000,000 of state income tax reserves due to the favorable
resolution of certain contingencies. The income tax provisions for the three and nine month 2005
periods reOect credits of $25,100,000 and $1,135,100,000, respectively, as a result of the reversal of a
portion of the valuation allowance for the deferred tax asset The Company adjusted the valuation
allowance in 2005 since it believed it was more likely than not that it will have future taxable
income sufficient to realize that portion of the net deferred tax asset.

Basic earnings (loss) per share amounts are calculated by dividing net income by the sum of the
weighted average number of common shares outstanding. To determine diluted earnings (loss) per
share, the weighted average number of common shares is adjusted for the incremental weighted
average number of shares issuable upon exercise of outstanding options and warrants, unless the
effect is antidilutive. In addition, the calculations of diluted earnings (loss) per share assume the
3s/4% Convertible Notes are converted into common shares and earnings increased for the interest
on such notes, net of the income tax effect, unless the effect is aatidilutive. The number of shares
used to calculate basic earnings (loss) per share amounts was 216/91,000 and 215495,000 for the
three month periods ended September 30, 2006 and 2005, respectively, and 216/02, 000 and
215,387,000 for the aine month periods ended September 30, 2006 and 2005, respectively. The
number of shares used to calculate diluted earnings (loss) per share amounts was 231,906,000 and
231,328,000 for the three month periods ended September 30, 2006 and 2005, respectively, and
231,875,000 and 231,132,000 for the nine moath periods ended September 30, 2006 and 2005,
respectively.

Cash paid for interest and income taxes (net of refunds) was $70,200,000 and $6,400,000,
respectively, for the nine month period ended September 30, 2006 and $83,900,000 and $3,900,000,
respectively, for the nine month period ended September 30, 2005.

Debt due within one year includes $149,600,000 and $92,100,000 as of September 30, 2006 aad
December 31, 2005, respectively, relating to repurchase agreements. These fixed rate repurchase
agreements have a weighted average interest rate of approximately 5.28%, mature at various dates
through March 2007 and are secured by non-current investments with a carrying value of
$153,300,000.

In April 2006, the Company acquired a 30% hmited liability company interest in Goober Drilling,
LLC, ("Goober Drilling" ) for aggregate consideration of $60,000,000, excluding expenses, and
agreed to lend to Goober Drilling, on a secured basis, up to $80,000,000 to finance aew equipment



Notes to Interim Consolidated Fmancial Statements, continued

purchases and construction costs, and to repay existing debt. In June 2006, the Company agreed to
increase the secured loan amount to an aggregate of $126,000,000 to finance additional equipment
purchases and construction costs, As of September 30, 2006, the outstanding loan amount was
$93,100,000. Goober Drilling is an on-shore contract oil and gas drilling company based in
Stillwater, Oklahoma that provides drilling services to exploration and production companies. The
Company's investment in Goober Drilling is classified as an investment in an associated company.

17. During the second quarter of 2006, the Company indirectly acquired a controlling voting interest in
Premier for an aggregate purchase price of $90,800,000, excluding expenses. The Company owns
approximately 46% of the common units of Premier and all of Premier's preferred units, which
accrue an annual preferred return of 17%, The Company also acquired Premier's junior
subordinated note due August 2012, with an outstanding balance at acquisition of $13,400,000,
and has made an $8,100,000 12% loan to Premier that matures in May 2007. Premier is the owner
of the Hard Rock Hotel 4 Casino Biloxi ("Hard Rock Biloxi"), located in Biloxi, Mississippi,
which was severely damaged prior to opening by Hurricane Katrina and which, pending receipt of
insurance proceeds, is to be rebuilt. All of Premier's equity interests are pledged to secure
repayment of Premier's outstanding $160,000,000 principal amount of 1Ã/e% First Mortgage Notes
due February 1, 2012 (the "Premier Notes" ), In addition, the Company agreed to provide up to
$40,000,000 of construction financing to Premier's general contractor by purchasing the contractor's
receivables from Premier if the receivables are more than ten days past due. At acquisition, the
Company consolidated Premier as a result of its controlling voting interest.

On September 19, 2006, Premier and its subsidiary filed voluntary petitions for reorganization
under chapter 11 of title 11 of the United States Code (the "Bankruptcy Code"), before the United
States Bankruptcy Court for the Southern District of Mississippi, Southern Division (the "Court").
Premier is seeking the Court's assistance in gaining access to Hurricane Katrina-related insurance
proceeds which has been denied to Premier by its pre-petition secured bondholders. Premier will
continue to operate its business as "debtors in possession" under the jurisdiction of the Court and
in accordance with the applicable provisions of the Bankruptcy Code and orders of the Court.
Premier believes that its insurance proceeds and permitted equipment financing are sufficient to
pay its creditors in full and to rebuild the Hard Rock Biloxi.

The Company has deconsolidated Premier effective with the filing of the voluntary petitions, and
has classified its net investment in Premier as an investment in an associated company
($116,900,000 as of September 30, 2006, including all loans and equity interests). The bankruptcy
filings were made solely to allow Premier access to the insurance proceeds, the proceedings are not
expected to last for an extended period and creditors are expected to receive the amounts owed to
them. For these reasons, the Company believes that the application of the equity method of.
accounting during the pendency of the bankruptcy proceedings is appropriate.

Summarized financial information for Premier is as follows (in thousands):

September 30,
2006

Assets:
Current assets .
Non-current assets (a)

Total assets.

Liabilities:
Current liabilities (b)
Non-current liabilities.

Total liabilities .
Shareholders' equity

Total liabilities and shareholders' equity.

$9I358
315/88

$324@46

$196@51
11@62

208,013

11ly933

$324@46

14



Notes to Interim Consolidated financial Statements, continued

(a) Includes $11,900,000 of intangible assets, $148,500,000 of net property and equipment and
$152,600,000 of restricted cash for amounts held by the indenture trustee of the Premier Notes.

(b) Includes bonds and notes payable of $165300,000.

Premier has filed a motion with the Court seeking approval for $180,000,000 debtor in possession
financing to be provided by a subsidiary of the Company, If approved, proceeds from the financing
would be used by Premier to pay the Premier Notes in full, to pay for post-petition operating
expenses including the repair, reconstruction and eventual operation of the Hard Rock Biloxi, and
to pay certain other costs and expenses to be determined. The financing would bear interest at
103/w% per annum, would have a scheduled maturity of February 1, 2012, and would be subject to
the satisfaction of certain conditions at the Company's discretion.

Prior to Humcaae Katrina, Premier purchased a comprehensive blanket insurance policy providiag
up to $181,100,000 in coverage for damage to real and personal property, including business
interruption coverage. Premier has received payments from various insurance carriers aggregating
$160,800,000 with respect to $168,100,000 face amount of coverage; the remaining $13,000,000 face
amount of coverage has not been settled aad is currently in litigation. All insurance settlements
have been placed on deposit into restricted accounts under the control of the indenture trustee of
the Premier Notes.

Hurricane Katrina completely destroyed the Hard Rock Biloxi's casino, which was a facility built
on floating barges, and caused significant damage to the hotel aad related structures. The threat of
hurricanes remains a significant risk to the existing facilities and to the new casino, which will be
constructed over water on concrete pilings that are expected to greatly improve the structural
integrity of the facility. In July 2006, Premier purchased a new insurance policy providing up to
$149,300,000 in coverage for damage to real and personal property and up to the lesser of six
months or $30,000,000 of business interruption and delayed opening coverage. The coverage is
syndicated through several insurance carriers, each with an A,M. Best rating of A- (Excellent) or
better. The pohcy provides coverage for the existing structures, as well as for the repair and rebuild
of the hotel, low rise building and parking garage and the construction of the new casino,

Although the insurance policy is an "all risk" policy, weather catastrophe occurreace ("WCO"),
which is defined to include damage caused by a named storm, is limited to $50,000,000 with a
deductible equal to the greater of $7,000,000 or 5% of total insured values at risk. WCO coverage
is subject to mandatory reiastatement of coverage for aa additional pre-determined premium.

Since the WCO coverage purchased by Premier is substantially less than the coverage in place
prior to Humcane Katrina, Premier has more exposure to property damage resultiag from similar
catastrophic storms. However, Premier's assessmeat of the probability of a similar type of loss
occumng during the remainder of this year's hurricane season is remote, an assessment based in
large part on the less severe damage sustained to the non-casino facilities from Hurricane Katriaa
last year, and the amount of new construction that will be at risk during the balance of the 2006
hurricane season. Premiums for WCO policies have increased dramatically as a result of Hurricane
Katrina, aad the amount of coverage that can be purchased has also been reduced as insurance
companies seek. to reduce their exposure to such events.

18. In June 2006, the Company entered into a new credit agreement with various bank leaders for a
$100,000,000 unsecured credit facility that matures in five years and bears interest based on the
Eurocurrency rate or the pzime rate. The Company's existing credit agreement was terminated. At
September 30, 2006, no amounts were outstanding under this bank credit facility.

19. In August 2006, pursuant to a subscription agreement with Fortescue Metals Group Ltd
("Fortescue") aad its subsidiary, FMG Chichester Pty Ltd ("FMG"), the Company iavested an
aggregate of $408,000,000, including expenses, ia Fortescue's Pilbara iron ore infrastructure project
in Western Australia. In exchange for its cash investment, the Company acquired 26,400,000
common shares of Fortescue, representing approximately 9.99% of the outstandiag Fortescue
common stock, and a 13 year, $100,000,000 note of FMG. Interest on the note is calculated as 4%
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Notes to Interhn Consolidated Financial Statements, continued

of the revenue, net of governmeat royalties, invoiced from the iron ore produced from the project.
The note is unsecured aad subordinate to the project's secured debt. Fortescue is a publicly traded
company on the Australian Stock Exchange, and the shares acquired by the Company may be sold
without restriction. At the date of acquisition, the Company's investment in Fortescue's common
shares was recorded at aa aggregate fair value of $202,100,000, based on the closing price of
Fortescue's commoa shares on that date. The Company has classified the Fortescue common shares
as a non-current available for sale investmeat.

For accounting purposes, the Company bifurcated its remaining $205,900,000 investment into a 13
year zero-coupon note and a prepaid mining interest. The zero-coupon note was recorded at an
estimated initial fair value of $21,600,000, representing the present value of the principal amount
discounted at 12.5%. The prepaid mining interest of $184,300,000 has been classified with other
aon-current assets, aad will be amortized to expense as the 4% of revenue is earned
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Item 2, Management's Discussion and Analysis of Financial Condition and Results of Interim
Operations.

The foHowing should be read in conjunction with the Management's Discussion and Analysis of
Financial Condition and Results of Operations included in the 2005 10-K. As more fully discussed in the
2005 10-K, reported cash flows from operating, investing and financing activities do not geueraHy foHow
any particular pattern or trend, and reported results in the most recent period should not be expected to
recur in any subsequent period.

Liquidity and Capital Resources

Net cash provided by operating activities decreased by $149,600,000 in 2006 as compared to the same
period in 2005, due principaHy to no 2006 cash flows from WilTel, which was sold in December 2005,
reduced distributions of earnings from associated companies, reduced funds generated from activity in
the trading portfolio and payment of incentive compensation and pension plan contributions. During
2006, cash provided by operating activities reflect the coHection of $179,800,000 of certain receivables
from AT&T Inc. (as more fully discussed in the 2005 10-K) and increased cash flow from the
Company's operating units, principally the manufacturing businesses. WilTel's 2005 cash flow from
operating activities for the nine month period ended September 30, 2005 was $119,000,000. The
increased cash flow from the Company's manufacturing units reflects Idaho Timber, which was acquired
during the second quarter of 2005, and increased operating income at the plastics manufacturing
segment resulting from increased revenues. In 2006, distributions from associated companies principally
include earnings distributed by EagleRock, which is discussed below In 2005, distributions from
associated companies principally resulted from the sale of Union Square,

Net cash flows used for investing activities increased by $67,800,000 in 2006 as compared to 2005.
During the 2006 period, proceeds from the disposal of discontinued operations net of expenses and cash
sold were $115,300,000, principally reflecting the sale of Symphony and ATX and the resolution of
WilTel's working capital adjustment, as compared to $101,400,000 in the 2005 period, principally
reflecting the sale of the Waikiki Beach hotel. During 2006, funds provided by the disposal of real
estate and other assets include the sales of Square 711 and certain associated companies, and funds used
for investing activities include the investment in Fortescue; these transactions are discussed in greater
detail below. Premier's obligation to place insurance proceeds in restricted accounts (see below) is the
principal reason for the net change in restricted cash during 2006. The use of funds during 2006 for
acquisitions (net of cash acquired) principally reflects the acquisition of Premier. The use of funds
during 2005 for acquisitions (net of cash acquired) totaled $172,600,000 for the acquisitions of NSW,
ATX and Idaho Timber. Funds used for WilTel's acquisition of property, equipment and leasehold
improvements totaled $79,100,000 in 2005; as a result of the sale of WilTel the Company's use of funds
for property, equipment and leasehold improvements defined significantly. The use of funds for
investments in associated companies increased by $261,000,000 in 2006 as compared to 2005, principally
reflecting the investment in Safe Harbor Domestic Partners L.P. ("Safe Harbor" ) and Goober DziHing,
which are discussed below.

During 2006, net cash provided by financing activities was $37,800,000, as compared to net cash used for
financing activities of $11,900,000 in 2005 During 2005, funds were used to retire customer banking
deposits of the banking and lending operations as they became due and the remaining deposits were
sold. Issuance of long-term debt during the 2006 and 2005 periods principally relates to repurchase
agreements. The reduction of long-term debt during 2006 includes the repayment of $32,000,000 of debt
of Square 711, which was sold. The reduction of long-term debt during 2005 includes the repayment of
$22,100,000 of debt of operations sold (Waikiki Beach botel) and the maturity of the Company's 8V4%
Senior Subordinated Notes.

As reflected on the Company's September 30, 2006 consolidated balance sheet, the sum of the
Company's cash and cash equivalents, investments classifled as current assets and non-current
investments aggregated $2/53&00, 000. However, since $400,000,000 of this amount is pledged as
collateral pursuant to various agreements, represents investments in non-public securities or is held by
subsidiaries that are party to agreements which restrict the Company's ability to use the funds for other
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purposes, the Company does not consider those amounts to be readily available to meet the Parent's
- liquidity needs. The $2,153500,000 that is readily available is comprised of cash and short-term bonds

and notes of the United States Government and its agencies of $808,000,000 (37.5%), U.S.
Government-Sponsored Eaterprises of $300,700,000 (14.0%) and other publicly traded debt and equity
securities aggregating $1,044,800,000 (48,5%), including the Company's investmeat in Fortescue's
common stock. The investment income realized from the Parent's readily available cash, cash
equivalents and marketable securities is used to meet the Parent company's short-term recurring cash
requirements, which are principally the payment of interest on its debt and corporate overhead
expenses.

As of September 30, 2006, the Company had outstanding $149,600,000 of fixed rate repurchase
agreements (an increase of $57400,000 from December 31, 2005), These repurchase agreements, which
are reflected in debt due within one year, have a weighted average interest rate of approximately
5.28%, mature at various dates through March 2007 and are secured by non-current investments with a
carrying value of $153,300,000.

In January, April and July 2006, the Company received $16,600,000, $20,100,000 and $11/00,000,
respectively, as distributions from its iavestment in EagleRock. The amount received in January was
included in current trade, notes aad other receivables, net in the Company's December 31, 2005
consolidated balance sheet. In October 2006, the Company informed EagleRock that it does not intead
to redeem its remaiaing interest at this time. At September 30, 2006, the book value of the Company's
investment in EagleRock was $51,000,000.

In January 2006, the Company invested $50,000,000 in Safe Harbor, a limited partnership which will

principally invest in the securities of Japanese public companies. Although the general partner is
permitted .to invest directly in securities, the general partner expects that substantially all funds will be
invested in a master fund managed by the general partner.

In February 2006, Square 711 completed the sale of 8 acres of unimproved land in Washington, D.C. for
aggregate cash consideration of $121,900,000. The land was acquired by Square 711 in September 2003
for cash consideration of $53,800,000. After satisfaction of mortgage indebtedness on the property of
$32,000,000 and other closing payments, the Compaay received net cash proceeds of approximately
$75,700,000.

During the first quarter of 2006, the Company received aggregate cash proceeds of $56,400,000 from the
sale of its equity interest in and loan repayment by two associated companies and recorded a pre-tax
gain totaling $27/00, 000, which is reflected in investment and other income for the nine month period
ended September 30, 2006.

In the second quarter of 2006, the Company acquired a 30% limited liability company interest ia
Goober Drilling for aggregate consideration of $60,000,000, excluding expenses, and agreed to lend to
Goober Drilling, on a secured basis, up to $126,000,000 to fmance new equipment purchases and
construction costs, and to repay existing debt. As of September 30, 2006, the outstanding loan amount
was $93,100,000. Goober Drilliag is an on-shore contract oil and gas drilliag company based in
Stillwater, Oklahoma that provides drilling services to exploration and production companies.

As discussed above, during the second quarter of 2006, the Company indirectly acquired a controlling
voting interest in Premier for an aggregate purchase price of $90,800,000, excluding expenses. The
Company owns approximately 46% of the common units of Premier and all of Premier's preferred
units, which accrue an annual preferred return of 17%, The Company also acquired Premier's junior
subordinated note due August 2012, with an outstanding balance at acquisition of $13,400,000, and has
made an $8,100,000 12% loan to Premier that matures in May 2007. All of Premier's equity interests are
pledged to secure repayment of Premier's outstaading $160,000,000 principal amount of 10s/4% First
Mortgage Notes due February 1, 2012 (the "Premier Notes" ). In addition, the Company agreed to
provide up to $40,000,000 of construction finaacing to Premier's general contractor by purchasing the
contractor's receivables from Premier if the receivables are more than ten days past due.

On September 19, 2006, Premier and its subsidiary Gled voluntary petitions for reorganization under
chapter 11 of title 11 of the United States Code (the "Bankruptcy Code"), before the United States

18



Bankruptcy Court for the Southern District of Mississippi, Southern Division (the "Court"). Premier is
seeking the Court's assistance in gaining access to Hurricane Katrina-related insurance proceeds which
has been denied to Premier by its pre-petition secured bondholders. Premier will continue to operate its
business as "debtors in possession" under the jurisdiction of the Court and in accordance with the
applicable provisions of the Bankruptcy Code and orders of the Court. Premier believes that its
insurance proceeds and permitted equipment financing are sufficient to pay its creditors in full and to
rebuild the Hard Rock Biloxi,

The Company has deconsolidated Premier effective with the filing of the voluntary petitions, and has
classified its net investment in Premier as an investment in an associated company ($116,900,000 as of
September 30, 2006, including all loans and equity interests). The bankruptcy filings were made solely
to allow Premier access to the insurance proceeds, the proceedings are not expected to last for an
extended period and creditors are expected to receive the amounts owed to them. For these reasons,
the Company believes that the application of the equity method of accounting during the pendency of
the bankruptcy proceedings is appropriate,

Premier has filed a motion with the Court seeking approval for $180,000,000 debtor-in-possession
financing to be provided by a subsidiary of the Company. If approved, proceeds from the financing
would be used by Premier to pay the Premier Notes in full, to pay for post-petition operating expenses
including the repair, reconstruction and eventual operation of the Hard Rock Biloxi, and to pay certain
other costs and expenses to be determined. The fmancing would bear interest at 1(P/4% per annum,
would have a scheduled maturity of February 1, 2012, and would be subject to the satisfaction of certain
conditions at the Company's discretion.

Prior to Hurricane Katrina, Premier purchased a comprehensive blanket insurance policy providing up
to $181,100,000 in coverage for damage to real and personal property, including business interruption
coverage, Premier has received payments from various insurance carriers aggregating $160,800,000 with
respect to $168,100,000 face amount of coverage; the remaining $13,000,000 face amount of coverage
has not been settled and is currently in litigation, All insurance settlements have been placed on deposit
into restricted accounts under the control of the indenture trustee of the Premier Notes

Hurricane Katrina completely destroyed the Hard Rock Biloxi's casino, which was a facility built on
floating barges, and caused significant damage to the hotel and related structures. The threat of
hurricanes remains a significant risk to the existing facilities and to the new casino, which will be
constructed over water on concrete pilings that are expected to greatly improve the structural integrity
of the facility. In July 2006, Premier purchased a new insurance policy providing up to $149/00, 000 in
coverage for damage to real and personal property and up to the lesser of six months or $30,000,000 of
business interruption and delayed opening coverage The coverage is syndicated through several
insurance camers, each with an A,M. Best rating of A- (Excellent) or better. The policy provides
coverage for the existing structures, as well as for the repair and rebuild of the hotel, low rise building
and parking garage and the construction of the new casino. Although the insurance policy is an "all
risk" policy, weather catastrophe occurrence ("WCO"), which is defmed to include damage caused by a
named storm, is limited to $50,000,000 with a deductible equal to the greater of $7,000,000 or 5% of
total insured values at risk. WCO coverage is subject to mandatory reinstatement of coverage for an
additional pre-determined premium.

Since the WCO coverage purchased by Premier is substantially less than the coverage in place prior to
Hurricane Katrina, Premier has more exposure to property damage resulting from similar catastrophic
storms. However, Premier's assessment of the probability of a similar type of loss occumng during the
remainder of this year's humcane season is remote, an assessment based in large part on the less severe
damage sustained to the non-casino facilities from Hurricane Katrina last year, and the amount of new
construction that will be at risk during the balance of the 2006 hurricane season. Premiums for WCO
policies have increased dramatically as a result of Hurricane Katrina, and the amount. of coverage that
can be purchased has also been reduced as insurance companies seek to reduce their exposure to such
events.

In June 2006, the Company entered into a new reedit agreement with various bank leaders for a
$100,000,000 unsecured credit facility that matures in five years and bears interest based on the



Eurocurrency rate or the prime rate. The Company's existing credit agreement was terminated. At
September 30, 2006, no amounts were outstanding under this bank credit facility

In July 2006, the Company sold Symphony to RehabCare Group, Inc., for aggregate cash consideration
of approximately $107,000,000. After satisfaction of Symphony's, outstanding credit agreement

($31,700,000 at date of sale) and other sale related obligations, the Company realized net cash
proceeds of $62@00,000 and recorded a pre-tax gain on sale of discontinued operations of $53,300,000.

In August 2006, pursuant to a subscription agreement with Fortescue and FMG, the Company invested
an aggregate of $408,000,000, including expenses, in Fortescue's Pilbara iron ore infrastructure project
in Western Australia. In exchange for its cash investment, the Company acquired 26,400,000 common
shares of Fortescue, representing approximately 9.99% of the outstanding Fortescue common stock, and
a 13 year, $100,000,000 note of FMG. Interest on the note is calculated as 4% of the revenue, net of
government royalties, invoiced from the iron ore produced from the project. The note is unsecured and
subordinate to the project's secured debt. Fortescue is a publicly traded company on the Australian
Stock Exchange, and the shares acquired by the Company may be sold without restriction. At the date
of acquisition, the Company's investment in Fortescue's common shares was recorded at an aggregate
fair value of $202,100,000, based on the closing price of Fortescue's common shares on that date. The
Company has classified the Fortescue common shares as a non-current available for sale investment.

For accounting purposes, the Company bifurcated its remaining $205,900,000 investment into a 13 year
zero-coupon note and a prepaid mining interest. The zero-coupon note was recorded at an estimated
initial fair value of $21,600,000, representing the present value of the principal amount discounted at
12.5%. The prepaid mining interest of $184,300,000 has been classiaed with other non-curreut assets,
and will be amortized to expense as the 4% of revenue is earned.

In September 2006, the Company sold ATX to Broadview Networks Holdings, Inc. for abnegate cash
consideration of approximately $85,700,000, subject to working capital adjustments and recorded a pre-
tax gain on sale of discontinued operations of $41,600,000.

Critical Accounting Estimates

The Company's discussion and analysis of its fmancial condition and results of operations are based
upon its consolidated financial statements, which have been prepared in accordance with GAAP, The
preparation of these financial statements requires the Company to make estimates and assumptions that
affect the reported amounts in the financial statements and disclosures of contingent assets and
liabilities. On an on-going basis, the Company evaluates all of these estimates and assumptions. The
following areas have been identified as critical accounting estimates because they have the potential to
have a material impact on the Company's financial statements, and because they are based on
assumptions which are used in the accounting records to reflect, at a specific point in time, events whose
ultimate outcome won't be known until a later date. Actual results could differ from these estimates.

Income Taxes—The Company records a valuation allowance to reduce its deferred tax asset to the
amount that is more likely than not to be realized. If in the future the Company were to determine that
it would be able to realize its deferred tax asset in excess of its net recorded amount, an adjustment
would increase income in such period. Similarly, if in the future the Company were to determine that it
would not be able to realize ail or part of its deferred tax asset, an adjustment would be charged to
income in such period. The determination of the amount of the valuation allowance required is based,
in significant part, upon the Company's projection of future taxable income at any point in time, The
Company also records reserves for contingent tax liabilities based on the Company's assessment of the
probability of successfully sustaining its tax filing positions,

During 2005, the Company's projections of future taxable income enabled it to conclude that it is more
hkely than not that it will have future taxable income sufficient to realize a portion of the Company's
net deferred tax asset; accordingly, $1,135,100,000 of the deferred tax valuation allowance was reversed
as a credit to income tax expense (principally during the second quarter of 2005). The Company's
conclusion that a portion of the deferred tax asset was more likely than not to be realizable is strongly
inQuenced by its historical ability to generate significant amounts of taxable income. The Company's
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estimate of future taxable income considers all available evidence, both positive and negative, about its
current operations aad investments, includes an aggregation of individual projectioas for each material
operation aad investment, and includes all future years that the Coinpany estimated it would have
available net operating losses. Over the projection period, the Company assumed that its readily
available cash, cash equivalents and marketable securities would provide returns generally equivalent to
the returns expected to be provided by the Company's existing operations and investments, except for
certain amounts assumed to be invested on a short-term basis to meet the Company's liquidity needs.
The Company believes that its estimate of future taxable income is reasonable but inherently uncertain,
and if its current or future operations aad iavestments generate taxable income greater than the
projected amounts, further adjustments to reduce the valuation allowance are possible. Conversely, if
the Company realizes unforeseen material losses in the future, or its ability to generate future taxable
income necessary to realize a portion of the deferred tax asset is materially reduced, additions to the
valuation allowaace could be recorded. At September 30, 2006, the balance of the deferred valuation
allowance was approximately $911,600,000.

Impairment of Securities-Investments with aa impairment in value considered to be other than
temporary are written down to estimated fair value. The write-downs are included in net securities gains
in the consolidated statements of operations. The Company evaluates its investments for impairment on
a quarterly basis.

The Company's determination of whether a security is other than temporarily impaired incorporates
both quantitative and qualitative information; GAAF requires the exercise of judgment in making this
assessment, rather than the application of fixed mathematical criteria. The Company considers a
number of factors including, but not limited to, the length of time and the extent to which the fair value
has been less than cost, the financial condition aad near term prospects of the issuer, the reason for the
decline in fair value, changes in fair value subsequent to the balance sheet date, and other factors
specific to the individual investment. The Company's assessment involves a high degree of judgment
and accordingly, actual results may differ materially from the Company's estimates aad judgments. The
Company recorded impairment charges for securities of $9,700,000 aad $4,000,000 for the three month
periods ended September 30, 2006 and 2005, respectively, aad $12/00,000 and $7/00, 000 for the aine
month periods ended September 30, 2006 and 2005, respectively.

Business Combinations-At acquisition, the Company allocates the cost of a business acquisition to the
specific taagible and intangible assets acquired and liabilities assumed based upon their relative fair
values. Significant judgments and estimates are often made to determine these allocated values, and
may include the use of independent appraisals, consider market quotes for similar transactions, employ
discounted cash flow techniques or consider other information the Company believes relevant. The
finalizatio of the purchase price allocation will typically take a number of months to complete, and if
final values are materially different from initially recorded amouats adjustments are recorded. Aay
excess of the cost of a business acquisition over the fair values of the net assets and liabilities acquired is
recorded as goodwill which is not amortized to expense. Recorded goodwill of a reportiag unit is
required to be tested for impairment on an annual basis, aad between aanual testing dates if events or
circumstances change that would more likely thaa not reduce the fair value of a reporting unit below its
net book value.

Subsequent to the finalization of the purchase price allocation, any adjustments to the recorded values
of acquired assets and liabilities would be reflected in the Company's consolidated statement of
operations. Once fina, the Company is not permitted to revise the allocation of the original purchase
price, even if subsequent events or circumstances prove the Company's original judgments aad
estimates to be incorrect. Ia addition, long-lived assets like property and equipmeat, amortizable
intangibles and goodwill may be deemed to be impaired in the future resulting in the recognitioa of an
impairment loss; however, under GAAP the methods, assumptions and results of an impairment review
are not the same for all long-lived assets. The assumptions aad judgments made by the Company when

recordiag business combiaatioas will have an impact on reported results of operations for many years
into the future.
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Results of Operations

The 2006 Periods Compared to the 2005 Periods

Manufacturing-Idaho Timber

For the three and nine months ended September 30, 2006, revenues and other income for Idaho Timber
were $77,600,000 and $261,900,000, respectively; gross proflt was $4,200,000 and $25/00, 000,
respectively; and pre-tax income was $300,000 and $11,900,000, respectively. Results of operations for
the three and nine months ended September 30, 2006 include salaries and incentive compensation
expenses of $1,900,000 and $7,100,000, respectively, and depreciation and amortization expenses of
$1,200,000 and $3,700,000, respectively. For the three months ended September 30, 2005 and for the
period from acquisition (May 2005) through September 30, 2005, revenues and other income were
$90,900,000 and $154,400,000, respectively; gross profit was $9,100,000 and $12,600,000, respectively; and
pre-tax income was $4,500,000 and $4,100,000, respectively. Results of operations for the three months
ended September 30, 2005 and for the period from acquisition through September 30, 2005 include
salaries and incentive compensation expenses of $3,000,000 and $4300,000, respectively, and
depreciation and amortization expenses of $1,100,000 and $2,900,000, respectively,

Idaho Timber's revenues for the third quarter of 2006 declined as compared to the prior quarters of
2006 due to lower average selling prices and reduced shipment volume. This decline was principally due
to weakening demand resulting from reductions in housing starts and the abundant supply of lumber in
the marketplace. In October 2006, the trade dispute between the U.S and Canada over Canadian
lumber imports was resolved and a new Softwood Lumber Agreement became effective that restricts
and imposes a tax on Canadian lumber imports. During the third quarter, imports from Canada
increased in anticipation of the implementation of the new agreement adding to the oversupply in the
market.

While raw material costs (the largest component of its cost of sales) declined slightly in the third
quarter of 2006 due to the continued decline in market conditions and the diminished uncertainty
concerning the impact of the Softwood Lumber Agreement, this reduction lagged behind the reduction
in selling prices. Gross profit and pre-tax results for the third quarter of 2006 reflect this compression.
Pre-tax results for the third quarter of 2006 also reflect a reduction in salaries and incentive
compensation as compared to the prior quarters of 2006 principally due to lower incentive
compensation as a result of Idaho Timber's decreased profitability.

Manufacturing-Plastics

Pre-tax income for the plastics division was $5300,000 and $4/00, 000 for the three month periods
ended September 30, 2006 and 2005, respectively, and $15,400,000 and $12,300,000 for the nine month
periods ended September 30, 2006 and 2005, respectively The plastics division's revenues and other
income were $27,900,000 and $24,500,000 for the three month periods ended September 30, 2006 and
2005, respectively, and $82@00,000 and $69,900,000 for the nine month periods ended September 30,
2006 and 2005, respectively. Gross proflts were $9,200,000 and $7,900,000 for the three month periods
ended September 30, 2006 and 2005, respectively, and $27,000,000 and $22/00, 000 for the nine month
periods ended September 30, 2006 and 2005, respectively. Revenues for the nine months ended
September 30, 2006 reflects $3P00,000 of increased revenues from NSW (which was acquired in
February 2005). In addition, revenues in the three and nine month 2006 periods reflect increases in the
carpet cushion and erosion control markets, partially reduced by a decline in the consumer products
market due to lower demand for certain products. These revenue changes result from a variety of
factors including increased road construction and the impact of price increases implemented in 2005,
While the carpet cushion inarket continued to beneflt from the previously strong housing market
through the first half of 2006, it has begun to experience a reduction in sales volume resulting from a
slowdown in housing starts, Gross mains for the three and nine month 2006 periods also reflect an
increase in the cost of polypropylene, the principal raw material used and a byproduct of the oil refining
process whose price tends to fluctuate with the price of oil. In addition, gross margin for the nine month
2006 period reflects $1,000,000 of greater amortization expense on intangible assets resulting from



acquisitions and depreciation expense as compared to the same period in 2005. Pre-tax results for the
three and aine month 2006 periods also reflect $400,000 aad $1,400,000 of higher salaries and incentive
compensation expense than for the comparable periods in 2005.

Garnzng Entertainment

For the three month period and the period from date of acquisition to September 30, 2006, Premier had
pre-tax losses of $800,000 and $200,000, respectively Such amounts reflect Premier's interest expense of
$4,700,000 and $8,000,000, respectively, all other expenses of $3,600,000 and $6,800,000, respectively,
insurance recoveries and charges for minority interests. As more fully discussed above, the Company
has deconsolidated Premier as a result of its flling voluntary petitions with the Bankruptcy Court;
during the pendency of the bankruptcy, Premier's results will be reflected as equity in income (losses)
of associated companies. Until such time as the Hard Rock Biloxi reopens, Premier's operating results
will consist primarily of overhead costs, interest expense, charges or credits for minority interests and
remaining insurance recoveries,

Domestic Rea/ Estate

Pre-tax income (loss) for the domestic real estate segment was $(2,400,000) and $1,000,000 for the three
month periods ended September 30, 2006 and 2005, respectively, and $48,400,000 and $1,600,000 for the
nine month periods ended September 30, 2006 and 2005, respectively. Pre-tax income for this segment
for the nine month period ended September 30, 2006 principally reflects the sale by Square 711,which

resulted in a pre-tax gain of $48,900,000. In addition, the Company recognized pre-tax profit related to
its 95-lot development project in South Walton County, Florida of $100,000 and $1,800,000 for the three
month periods ended September 30, 2006 and 2005, respectively, and $3,600,000 and $4,200,000 for the
nine month periods ended Septeznber 30, 2006 and 2005, respectively, Such amounts principally result
from the completion of certaia required improvements.

Corporate and Other Operarions

Investment and other income increased in the three and nine month periods ended September 30, 2006
as compared to the same periods in 2005 primarily due to greater interest income of $12,100,000 and

$50,100,000, respectively, reflectiag a larger amount of invested assets and higher interest rates, aad for
the aiae month 2006 period, $27/00, 000 of gain from the sales of two associated companies aad
$7,100,000 from the recovery of a bankruptcy claim. Iavestmeat aad other income for the three aad
nine month 2005 periods includes a gain of $10,500,000 on the sale of 70% of the Company's interest in
Cobre Las Cruces, S.A. to Inmet Mining Corporation. Investment and other income also reflects
income (charges) of $(900,000) and $1,600,000 for the three month periods ended September 30, 2006
and 2005, respectively, and $900,000 and $1/00,000 for the nine month periods ended September 30,
2006 and 2005, respectively, related to the accouatiag for mark-to-market values of Corporate
derivatives.

Net securities gains for Corporate and Other Operations aggregated $16/00,000 and $85,700,000 for the
three month periods ended September 30, 2006 and 2005; respectively, and $99,400,000 and

$132,700,000 for the nine month periods ended September 30, 2006 and 2005, respectively. Included
in net securities gains for the nine month 2006 period is a gaia of $37,400,000 from the sale of
115,000,000 shares of Level 3 common stock for $376,600,000. Included in aet securities gains for the
2005 periods is a gain of $70,000,000 from the sale of 175,000 shares of White Mountain Insurance
Group, Ltd. common stock. Net securities gains include provisions of $9,700,000 and $4,000,000 for the
three month periods ended September 30, 2006 and 2005, respectively, and $12,300,000 and $7@00,000
for the nine month periods ended September 30, 2006 and 2005, respectively, to write down the
Company's investments in certain available for sale securities. The write-down of the securities resulted
from a decline in market value determined to be other than temporary.

The increase in interest expense during the 2006 periods as compared to the same periods in 2005
primarily reflects interest expense relating to fixed rate repurchase agreements.



Salaries and incentive compensation expense increased by $6,600,000 and $23,200,000, respectively, ia
the three and nine month periods eaded September 30, 2006 as compared to the same periods in 2005
principally due to share-based compensation expense recorded as a result of the adoption of SFAS
123R For the three aad nine month 2006 periods, salaries and incentive compensation expense included

$3,000,000 aad $12,400,000, respectively, relating to grants made under the Company's senior executive

warrant plan and the fixed stock option plan. Salaries and incentive compensation also increased in the
three and nine month 2006 periods as compared to the same periods in 20QS due to greater Corporate
bonus expense, compensation expense of a subsidiary that was acquired in the fourth quarter of 2005
that is engaged in the development of a new medical product, aad for the nine month 2006 period,
greater compensation expense for the winery operations.

The increase in selling, general and other expenses of $6,200,000 and $20300,000 in the three and nine

month periods ended September 30, 2006 as compared to the same periods in 2005 primarily reflects
research and development costs and operating expenses of the medical product development subsidiary,

greater employee benefit costs including pension costs relating to WilTel's retained plan (which were
classified with discontinued operations in 2005 for periods prior to the sale of WilTel), and higher
professional fees, which largely relate to potential and existing investments. The 2006 periods also

reflect increased corporate aircraft expenses. In addition, selling, general and administrative expenses
for the three and nine month 2005 periods include $2,400,000 and $4,500,000, respectively, related to
Indular, an Argentine shoe manufacturing company that was sold in the fourth quarter of 2005.

For the three and nine month periods ended September 30, 2006, the Company's effective income tax
rate is lower than the federal statutory rate primarily because of the reversal of $6,000,000 of state
income tax reserves due to the favorable resolution of certain contingencies. The income tax provisions
for the three and niae month periods ended September 30, 2005 reflect credits of $25,100,000 aad
$1,13S,100,000, respectively, as a result of the reversal of a portion of the valuation allowance for the
deferred tax asset. The Company adjusted the valuation allowance in 200S since it believes it is more
likely than not that it will have future taxable income sufficient to realize that portion of the net
deferred tax asset.

Olympus Re Holdings, Ltd. .. , ... . ............. $
Eagle Rock (4$900
JPOF II 4pANI

HomeFed Corporation . 300
Union Square. . . . . ...
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Other
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Income tax expense 100

Equity in income (losses), net of taxes. . .. $1,100

(3,800)
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(66,500)
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$
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(~400)
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(13/00)
19/00
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72@00

2,800
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$12,000

nine month periods eaded

In early 2006, Olympus Re Holdings, Ltd. raised a significant amount of new equity to replace some,
but aot all of the capital that was lost as a result of the 200S humcanes. Since the Company did aot
invest additional capital in Olympus, its equity iaterest was diluted (to less than 4%) such that it no
longer applies the equity method of accounting for this investment subsequent to December 31, 2005,
The Company wrote down the book value of its remaining investment in Olympus to zero in 2005
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In May 2005, Union Square sold its interest in an office complex located on Capitol Hill in Washington,
D C. During the second quarter of 2005, the Company received its share of the net proceeds totaling
$71,800,000 and received an additional $1,000,000 in the fourth quarter for its share of escrowed
proceeds. The Company recognized a pre-tax gaia oa the sale, including the escrowed proceeds, of
$71,900,000.

Discontinued Operations

Healthcare Services

As discussed above, in July 2006 the Company sold Symphony and classified its historical operating
results as a discontinued operation during the second quarter. Pre-tax income of the healthcare services
segment was $200,000 for the three month period ended September 30, 2005 and $200,000 and
$2,400,000 for the nine month periods ended September 30, 2006 and 2005, respectively. Gain on
disposal of discontinued operations for the 2006 periods includes a pre-tax gain on the sale of
Symphony of $53,300,000 ($33,500,000 after tax).

Telecornrnunications-A TX

As discussed above, in September 2006 the Company sold ATX and classified its historical operating
results as a discontinued operation during the third quarter. Pre-tax income (loss) of ATX was
$(3/00, 000) and $1,000,000 for the three month periods ended September 30, 2006 and 2005,
respectively, and $(1400,000) and $200,000 for the nine month periods ended September 30, 2006 and
2005, respectively. Gain on disposal of discontinued operations for the 2006 periods includes a pre-tax
gain on the sale of ATX of $41,600,000 ($26,100,000 after tax).

Real Estate

In May 2005, the Compaay sold its 716-room Waikiki Beach hotel and related assets for an aggregate
purchase price of $107,000,000, before closing costs and other required payments. The Company
recorded a pre-tax gain of $56,600,000 ($54,600,000 after tax), which is reflected in gain on disposal of
discontinued operations for the nine month period ended September 30, 2005,

WilTel

Gain on disposal of discontinued operations for the three and nine month 2006 periods includes
$700,000 and $600,000, respectively of pre-tax gains ($500,000 and $400,000, respectively, after tax)
principally for the resolution of certaia sale-related contingencies and obligations aad working capital
adjustments related to WilTel, which was sold in the fourth quarter of 2005. WilTel's pre-tax income
classified as a discontinued operation was $97+00,000 and $78/00, 000 for the three aad nine month
periods ended September 30, 2005, respectively.

Other

In the third quarter of 2006, the Company sold its gas properties aad recorded a pre-tax loss on disposal
of $900,000 ($600,000 after tax). Income (loss) from discontinued operations for the nine month 2006
period includes $2,900,000 of pre-tax losses related to these gas properties; amounts for the comparable
period in 2005 as well as for the three month 2006 and 2005 periods were not material.

Cautionary Statement for Forward-Looidng Information

Statements included in this Report may contain forward-looking statements. Such statements may
relate, but are not limited, to projections of revenues, iacome or loss, development expenditures, plans
for growth and future operations, competition and regulation, as well as assumptions relating to the



foregoing. Such forward-looking statements are made pursuant to the safe-harbor provisions of the

Private Securities Litigation Reform Act of 1995.

Forward-looking statements are inherently subject to risks and uncertainties, many of which cannot be

predicted or quantified. When used in this Report, the words "estimates, " "expects, " "anticipates, "
"believes, " "plans, " "intends" and variations of such words and similar expressions are intended to
identify forward-looking statements that involve risks and uncertainties, Future events and actual results

could differ materially from those set forth in, contemplated by or underlying the forward-looking

statements.

Factors that could cause actual results to differ materially from any results projected, forecasted,

estimated or budgeted or may materially and adversely affect the Company's actual results include but

are not limited to the following: potential acquisitions and dispositions of our operations and

investments could change our risk profile; dependence on certain key personnel; economic downturns;

changes in the U.S. housing market; changes in telecommunications laws and regulations; risks

associated with the increased volatility in raw material prices and the availability of key raw materials;

compliance with government laws and regulations; changes in mortgage interest rate levels or changes

in consumer lending practices; a decrease in consumer spending or general increases in the cost of
living; proper functioning of our information systems; intense competition in the operation of our

businesses; our ability to generate sufficient taxable income to fully realize our deferred tax asset;

weather related conditions and significant natural disasters, including hurricanes, tornadoes, wind-

storms, earthquakes and hailstorms; our ability to insure certain risks economically; reduction or
cessatiou of dividend payments on our common shares For additional information see Part I, Item 1A.
Risk Factors in the 2005 10-K and Part II, Item 1A. Risk Factors contained herein.

Undue reliance should not be placed on these forward-looking statements, which are applicable only as

of the date hereof. The Company undertakes no obligation to revise or update these forward-looking

statements to reflect events or circumstances that arise after the date of this Report or to reflect the

occurrence of unanticipated events.

Item 3. Quantitative and Qualitative Disclosures About Market Risk.

Information required under this Item is contained in Item 7A of the Company's Annual Report on

Form 10-K for the year ended December 31, 2005, and is incorporated by reference herein.

Item 4. Controls and Procedures.

Evaluation of disclosure controls and procedures

(a) The Company's management evaluated, with the participation of the Company's principal

executive and principal financial officers, the effectiveness of the Company's disclosure controls

and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act
of 1934, as amended (the "Exchange Act")), as of September 30, 2006. Based on their

evaluation, the Company's principal executive and principal fmancial officers concluded that the
Company's disclosure controls and procedures were effective as of September 30, 2006.

Changes in internal control over fmancial reporting

(b) There has been no change in the Company's internal control over financial reporting (as defined

in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) that occurred during the Company's

fiscal quarter ended September 30, 2006, that has materially affected, or is reasonably likely to
materially affect, the Company's internal control over financial reporting.
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PART II—OTHER INFORMATION

Item 1. Legal Proceedings.

Reference is made to the Company's Quarterly Report on Form 10-Q for the fiscal quarter ended June

30, 2006 and the disclosure contained in such Report with respect to litigation concerning The Thaxton
Group, Inc. (together with its subsidiaries, "Thaxton"). On September 12, 2006, Thsxton and the
Company's affiliate, The FINOVA Group Inc. and its subsidiaries (collectively, "Finova") reached a
preliminary settlement to resolve all outstanding claims in the ongoing litigation involving Thaxton and
Finova (the "Settlement" ). As part of the Settlement, the previously disclosed lawsuit pending iu the
United States District Court for the District of South Carolina, Anderson Division in which the

Company and one of its executive officers were named as defendants is also being settled without any

payment by or adverse finding against the Company and its execufive. An agreement reflecting the
Settlement has been signed by the parties and is subject to the satisfaction of certain conditions,
including (i) approval of the District Court and the Thaxton and Finova bankruptcy courts and (ii) final

District Court approval of the faiiness of the Settlement.

For additional information concerning Finova and Thaxton-related litigation, reference is made to the
Form 10-K for the year ended December 31, 2005 filed by The FINOVA Group Inc. and its Form 10-Q
for the quarter ended September 30, 2006.

Item lA. Risk Factors.

As a result of the chapter 11 filing of Premier in September 2006, the Company is adding to its risk

factors the item listed below that is specific to the Premier investment.

As a debtor in possession, Premier must obtain bankruptcy court approval for the conduct of its
business. Premier is currently operating under bankruptcy court supervision as a debtor in possession,
and the bankruptcy court will need to approve its access to financing and any other transactions outside
the ordinary course of business. If the court does not authorize Premier to enter into the $180,000,000
debtor in possession financing offered by an affiliate of the Company (to repay the Premier Notes), or if
the court does not otherwise provide Premier access to insurance proceeds already paid to Premier but
held under the control of Premier's pre-petition bondholders, Premier would not have sufficient funds

to repair and rebuild the Hard Rock Biloxi and fund its pre-opening expenses, Risks and uncertainties
related to Premier's chapter 11 filing also include those related to the actions of Premier's creditors and
other third parties with an interest in Premier's chapter 11 proceedings.

Item 6. Exhibits.

10.1 Form of Subscription Agreement, dated as of July 15, 2006, by and among FMG Chichester
Pty Ltd, the Company, and Fortescue Metals Group Ltd.

10,2 Form of Amending Agreement, dated as of August 18, 2006, by and among FMG Chichester
Pty Ltd, the Company, and Fortescue Metals Group Ltd.

31,1 Certification of Chairman of the Board and Chief Executive Officer pursuant to Section 302
of the Sarbanes-Oxley Act of 2002,

31.2 Certification of President pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.3 Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
2002.

32.1 Certification of Chairman of the Board and Chief Executive Officer pursuant to Section 906
of the Sarbanes-Oxley Act of 2002.

32.2 Certification of President pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

32,3 Certification of Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of
2002.
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Item 1. Business.

The Company

The Company is a diversified holding company engaged i.n a variety of
businesses, including manufacturing, heal thcare services, telecommunications,
real estate activities, winery operations and residual banking and lending
activities that are in run-aff. The Campany also owns equity interests in
investment partnerships and in operating businesses which are accounted for
under the equity method of accounting, including deve1opment of a copper mine in
Spain, real estate activities and property and casualty reinsurance operations.
The Company concentrates on return on investment and cash flow to maximize
long-term shareholder value. Additionally, the Company continuously evaluates
the retention and dispasition of its existing operations and investigates
possible acquisitions of new businesses in order' to maximize shareholder value.
Zn identifying possible acquisitions, the Company tends to seek assets and
companies that are out of favor or troubled and, as a result, are selling
substantially below the values the Company believes to be present.

Shareholders' equity has grown from a deficit of $7, 700, 000 at December
31, 1978 (prior to the acquisition of a controlling interest in the Company by
the Company's Chairman and President), to a positive shareholders' equity af
$3, 661,900, 000 at December 31, 2005, equal to a hook value per common share of
the Company (a "common share" ) of negative $.07 at December 31, 1978 snd $33, 90
at December 31, 2005, The significant increase in shareholders' equity during
2005 reflects both profitable results of operations and the recognition of
$1,135,100, 000 of the deferred tax asset that was deemed to be realizable.
Shareholders' equity and book value per share amounts have also been reduced by
the $811,900, 000 special cash dividend paid in 1999

Zn December 2005, the Company sold its largest telecammunicati, ons
subsidiazy, WilTel Communications Group, LLC ("wilTel"), to Level 3
Communications, Inc. ("Level 3") for aggregate cash consideration of
$460, 300, 000 (net of estimated working capital adjustments) and 115,000, 000
newly issued shares of Level 3 common stock (valued at $339,300, 000 an the
closing date). In connection with the sale, the Company retained certain assets
and liabilities of WilTel that were not purchased by Level 3, which assets andliabilities had a net book value of $254, 000, 000 on the closing date. The
retained assets included all of WilTel's right to receive certain cash payments
from SBC Communications Zne. ("SBC") totaling $236, 000, 000, of which $37,500, 000
had been received prior to closi.ng. In the aggregate. the Company received value
of $833,500, 000 fram the sale of WilTel, including the consideration paid by
Level 3 and the net book value of the retained assets and liabilities, but
reduced by a $220, 000, 000 capital contribution made to WilTel in 2005 to enable
WilTel to repay its debt obligations. The Company recorded a pre-tax gain on the
sale of WilTel of $243, 800, 000. For more information, see Note 5 of Notes to
Consolidated Financial Statements.

The agreement with Level 3 requires that all parties make the appropriate
filings ta treat the purchase of WilTel as a purchase of assets for federal,
state and local income and franchise tax purposes. As a result, WilTel's net
operating tax lose earryforwards ('NOLs"), as well aa any tax losses generated
by the sale, remained with the Company. As of December 31, 2005, the Company has
approximately $5, 100,000, 000 af NOLs. which are available to reduce the federal
income taxes that would otherwise be payable on that amount af pre-tax income in
the fu'ture (a potential federal tax savings of approximately $1, 800, 000, 000),
The amount and availability of the NOLs are subject to certain qualifications,
limitations and uncertainties as discussed in Note 16 of Notes to Consolidated
Financial Statements and Item 7, Management's Discussion and Analysis of
Financial Condition and Results of Operations.

During 2005, the Company recorded net security gains of approximately
$208, 800, 000, principally from the sale of publicly traded debt and equitysecurities that had been classified as available for sale securities . Net
security gains include $146, 000, 000 fram the sale of the Company's entire equityinterest in White Mountains Insurance Group, Ltd. ('WMZG") . The Company acquired
the 375, 000 common shares of WWIG in a private transaction in 2001 for
$75, 000, 000.



The manufacturing operations are conducted through Zdaho Timber
Corporation ("Idaho Timber ) and the Company's plastics manufacturing segment.
Zn May 2005, the Company acquired Idaho Timber for total cash consideration of
$133,600, 000, including working capital adjustments aad expenses. Idaho Timber
is headquartex'ed in Boise, Idaho and primaxily remanufactures dimension lumber
and remanufactures, packages and/or produces other specialized wood products.
The Company's plastics manufacturing operatians manufacture aad market
lightweight plastic netting used foz a variety of purposes including, among
other things, building and constzuction, erosion control, agriculture,
packaging, carpet padding, filtration and consumer products. In Pebzuazy 2005,
the plastics manufacturing segment increased its product offex'ings and customer
base through the purchase of the assets of NSW, LIC U.S. ("NSW") foz
$26, 600, 000, including working capital adjustments

The Company's healthcsre services operations are conducted by
subsidiaries of Symphony Bealth Sexvices, LLC ("Symphony" ), which was acquired
in ssptembez 2003, Symphony is engaged in the prevision of physical,
occupatiaaal and speech therapy services, healthcaze staffing services and
Medicare consulting sezvices,

The company's telecammunications operations are principally coaducted
through ATX Communications, Inc. ("ATX"). Upoa the effectiveness of its
bankxuptcy plan in Apri1 2005, ATX became a majority awned subsidiaxy of the
Company and has been consolidated since that date ATR is an integrated
communications provider that offers telephone, data, Znternet aad other services
pxincipally to small to medium sized businesses in the Mid-Atlantic region of
the United States. The aggregate purchase price for ATX was $56, 300,000, which
includes the cost of claims purchased prior to its bankruptcy f'iling, all
financing px'ovided to ATX by the Company and acquisition expenses,

The Company'6 domestic real estate operations include a mixture of
commercial properties, residential land development projects and other
unimproved land, all in various stages of development and all available ioz
sale. Zn May 2005, the Company sold its 716-room Waikiki Beach hotel for net
cash proceeds of approximately $73, 000, 000 and recorded a pre-tax gain of
$56, 600, 000 (reflected in gain an disposal of discontinued operations) .

The Company's winery operations consist of Pine Ridge Winery in Napa
valley, California and Archery Summit in the Willamette Valley of Oregon. These
wineries primarily produce and sell wines in the luxuzy segment of the premium
table wine maxket.

ming 2005, the Company's banking and leading operations sold its
remaining customer deposits and surrendered its national bank charter, Residual
operating activities are concentrated oa collecting and servicing the remaining
loan portfolio.

The Company owns 304 of Cobre Ias Czuces, S.A. ("CIC"), a former
subsidiazy of the Company that holds the explozation and minezal rights to the
I,ss Czuces coppez deposit in the Pyrite Belt of Spain. During 2005, the Company
sold a 706 interest in CIC to Inmet Mining Corporation ( ~ Inmet"), a
Canadian-based global mining company, in exchange for 5, 600, 000 newly issued
Inmet cancan shares, representing appzaximately 11.7% af the outstanding Inmet
common shares immediately following completion of the transaction. The Inmer
shares were recorded at their fair value at the time of the transaction of
approximately $78, 000, 000, and the Company recorded a pze-tax gain on the sale
of $10,500, 000.

During 2005, the Company sold its non-controlling equity interests in an
otfice complex located on Capitol Bill in Washington, D.C. Zncluding repayment
of its mortgage loans at closing, the Company's shaze of the net proceeds was
$73,200, 000, and the Company recognised a pre-tax gain of $72, 300,000.

The Company's property and casualty reinsurance equity investment is
conducted through its 20% common stock interest in Olympus Re Moldings, Ltd.
("Olympus' ), a Bermuda reinsurance company primarily engaged in the pzaperry
excess, marine and aviatian reinsuxance business. During 2005, Olympus recoxded
significant losses from hurricanes Katrina, Rite and wilma; the sum of the
Company's share of Olympus~ losses under the equity method of accounting plus an
impaizment loss aggregated $123,800, 000 during 2005. In early 2006, Olympus
raised new equity capital (in which the Company did not participate), that will
dilute the company's interest such that it will aot apply the equity method of
accounting for this investment subsequent to December 31, 2005,

As used herein, the tezm 'Company" refers to Leucadia Natioaal
Corporation, a New York corporation organized ia 1968, and its subsidiaries,
except as the context otherwise may require.



Investor Information

The Company is subject to the infozmational requirements of the
Securities Exchange Act of 1934 (the "Exchange Act") . Accordingly, the Company
files periodic reports, proxy statements and other infozmation with the
Securities and Exchange Commission (the "SEC"). Such reports, proxy statements
and other information may be obtained by visiting the Public Reference Room of
the SEC at 450 Pifth Street, NW, Washington, U, C, 20549 or by Calling'the SEC at
1-900-SEC-0330. Zn addition, the SEC maintains an Znteznet site (www. sec.gov)
that contains reports, proxy and information statements and other information
regarding the Company and other issuers that file electzonically. Zn addition,
material filed by the Company can be inspected at the offices af the New York
Stock Exchange, InC. (the NYSE"), 20 Broad Street, New York, NY 10005, on which
the Company's common shares are listed. The Company has submitted to the NYSE a
certificate of the Chief Executive Officer of the Company, dated May 17, 2005,
certifying that he is not aware of any violations by the Company of MYSE
corporate governance listing standards.

The Company's website address is www. leucadia. corn, The Company makes
available, without charge, through its website copies of its annual report on
pozm 10-K, quarterly reports on Fozm 10-Q, cuzrent reports on Form 8-K and
amendments to those reports filed or fuznished pursuant to Section 13(a) or
15(d) of the Exchange Act, as soon as reasonably practicable after such reports
are filed with or fuznished to the SEC.

Financial Information about Segments

The Company's reportable segments consist of its operating units, which
offer different products and services and are managed separately. The Company's
manufacturing operations are conducted through Idaho Timber and its plastics
manufacturing segment Idaho Timber primarily remanufactures, manufactures
and/or distributes wood products. The Company's plastics manufacturing
operations manufacture and market lightweight plastic netting used for a variety
of puzposes. The Company's healthcare services operations provide physical,
occupational and speech therapy services, healthcare staffing services and
Medicare consulting sezvices. The Company's telecommunications operations aze
principally conducted through ATX, an integrated communications provider that
offers a wide range of telecommunication services in the Mid-Atlantic region of
the United States, The Company's domestic real estate operations consist of a
variety of commercial properties, residential land development projects and
other unimproved land, all in various stages of development and all available
for sale. Other opezations pzimazily consist of the Company's wineries and
residual banking and lending activities that are in run-off.

Associated companies include equity interests in entities that the
Company accounts for on the equity method of accounting. Investments in
associated companies include Bezkadia LLC ("Berkadia"), a joint venture farmed
to facilitate the chapter 11 restructuring of The FINOVA Group Znc. ("pINOVA"),
HomePed Corporation ( HomePed"), a corporation engaged in real estate
activities, Jefferies Partners Opportunity Fund ZZ, LLC ("JPOF IZ"), EagleRock
Capital partners (Qp), LP ("EagleRock"), CLC and Olympus. Both JPOP ZI and
EagleRock are engaged in investing and/or secuzities transactions activities.

Cozpozate assets primarily consist af investments and cash and cash
equivalents and corporate revenues primarily consist of investment income and
securities gains and losses. Cozporate assets, revenues, overhead expenses and
interest expense are not allocated to the aperating units The Company has a
manufacturing facility located in Belgium, which is the only foreign operation
with non-U. S. revenue or assets that the Company consolidates, and it is not
material. Zn addition to its investment in Bermuda-based Olympus, the Company
owns 36% of Light and Power Holdings Ltd. , the parent company of the principal
electric utility in Barbados, and an interest, through its 30% ownership of CLC,
in a copper deposit in Spain. Prom time to time the Company invests in the
securities of non-U, S. entities or in investment partnerships that invest in
non-U. S. securities.

Certain information concerning the Company's segments for 2005, 2004 and
2003 is presented in the following table, Consolidated subsidiaries are
reflected as of the date of acquisition, which was September 2003 for Symphony,
April, 2005 for ATX and May 2005 for Idaho Timber, Associated Companies are only
zeflected in the table below under identifiable assets employed.
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(a) Revenues and other income foz each segment include amounts for sezvices
rendered and products sold, as well as segment reported amounts classified
as investment and other income and net securities gains oa the Company's
consolidated statements of operations.

(b) Net securities gains for Corporate aggregated $199,500, 000, $123, 100, 000
and $10,100, 000 duzing 2005, 2004 and 2003, respectively, which primarily
resulted from the sale of publi. cly traded debt and equity securities that
had' been classified as available for sale securities. Security gains in
2005 include a gain from the sale of WMZG of $146, 000, 000. For 2005 and
2004, security gains include provisions of $12, 200, 000 and $4, 600, 000,
respectively, to write down investments in certain available for sale
securities. Foz 2003. security gains include a provision of $6, 500, 000 to
write down investments in certain available for sale securities and an
investment in a non-public security. The write downs of the available for
sale securities resulted from declines in market value determined to be
other than temporary.

(c) Eliminates services purchased by ATX from WilTel and recorded as a cost of
sales by ATX.

(d) For the years ended December 31, 2005, 2004 and 2003, income (loss) from
continuing operations has beea reduced by depreciation and amortization
expenses of $41, 300.000, $29, 400, 000 and $29, 100,000, respectively; such
amounts are primarily comprised of Corporate ($10,700, 000, $11,400, 000 snd
$11,700, 000, respectively), manufacturing ($14,200, 000, $5, 200, 000 and
$4, 700, 000, respectively), other operations ($5, 500, 000, $6, 900, 000 and
$7, 800, 000, respectively) aad telecommunicatioas ($7, 500, 000 ia 2005) .
Depreciation and amortization expenses for other segments ere not material.

(e) For the years ended December 31, 2005, 2004 and 2003, income (loss) from
continuing operatioas has been reduced by interest expense of $68, 400, 000,
$62, 700, 000 and $37, 900, 000, respectively; such amounts are primarily
comprised of Corporate ($63,200, 000, $55, 300, 000 and $26, 000, 000,
respectively), healthcare sezvices ($2, 800, 000, $2, 200, 000 and $600, 000,
respectively) and banking and lending, which is included in other
operations ($1.100,000, $2, 700, 000 and $8, 800, 000, respectively) . Interest
expense for other segments is aot material

At December 31, 2005, the Company and its consolidated subsidiaries had
3, 969 full-time employees.

Manufacturing

Idaho Timber

Business Descriptioa

Zn Msy 2005, the Company acquized Idaho Timber for total cash
consideration of $133,600, 000, including working capital adjustments snd
expenses, Idaho Timber is headquartered in Boise, Idaho and is eagaged in the
manufacture and/or distribution of various wood products. Zdaho Timber's
principal product lines include remanufactuzing of dimension lumber;
remanufacturing, bundling and bar coding of home center boards for large
retailers; and producing of 5/4" radi us-edge, pine decking, Idaho Timber also
manufactures or distributes a number of other specialty wood products. Idaho
Timber has over 25 years of operating experience ia its industry.

Remanufactured dimension lumber is Idaho Timber's largest pzoduct line.
Dimension lumber is used for general construction and home improvement,
remode1ing and repair projects, the demand for which is normally a function of
housing starts and home size. All dimension lumber is assigned a quality grade,
based on the imperfections in the wood, aad higher-grade lumber is sold at a
higher price than lower-grade 1umber. Idaho Timber purchases low-grade dimension
1umber from sawmills located in North America and Europe and upgrades it into
higher-grade dimension lumber products. The remanufacturing process includes
zipping, trimming and planing lumber to reduce imperfections and produce a
variety of lumber sizes. These products are produced at plants 1ocated in
Florida, North Carolina, Texas. Kansas, Idaho and New Mexico. Bach plant
distributes its product primarily by truck to lumber yards and contractors
within a 300 mile shipping zadius from the plant site.



Idaho Timber's next largest product line is home center board products,
which are principally sold to large home improvement retailers. Idaho Timber
purchases high-grade boards from sawmills in the western United States, South
Amezica and New Zealand (pzimazily pine but othez wood species are also used),
performs minor re-work on those boards to upgrade the quality, and then packages
and baz codes those boards according to customer specifications. Sezvices
provided include managing delivery to off-site inventory positions at
customer-owned distribution centers near retail locations so that adequate stock
is available for the customers to draw upon when needed. Production takes place
in owned plants in Idaho and Montana, and goods are shipped nationwide by rail
and truck to customer-owned distribution centers. The sale is not completed and
revenue is not recognized until the customez takes the product from the
distribution center.

Idaho Timber also operates a sawmill in Arkansas that produces 9/4»
radius-edge, pine decking cut to a variety of lengths. Rights to cut timber are
purchased from private land owners located near the sawmill, known as timber
deeds, and Idaho Timber employs third-party contractors to cut the timber and
transport the logs to the sawmill. Logs are also acquired in the spot market
(gate logs) when trucks loaded with logs arzive at the sawmill, are inspected
foz quality and purchased if an agreement can be reached on price. Idaho Timber
performs traditional sawmill processes (cutting, drying and planing) to
manufacture the final product. The product is shipped to various regions
throughout the central and eastern parts of the United States via truck and rail
to lumber treaters and others for resale to the final consumer.

Idaho Timber's profitability is dependent upon its ability to manage
manufacturing costs and process efficiency, minimize capital expendituzes
through the purchase of used, lower-cost equipment and repairing its existing
equipment, and effective management of the spread between what it pays for
dimension lumber and boards and the selling prices of the remanufactured
products. Selling prices for remanufactured products may rise quicker than
supplier prices in strong markets creating greater spread; however, during
periods of declining product demand and reduced selling prices, supply price
declines may lag behind resulting in lower spreads. Idaho Timber's business is
generally not seasonal, except in those locations that have weather related
construction slowdowns.

The dimension lumber product does not require significant build up of
inventory to cover peak periods of activity, nor are there any other unusually
significant needs for working capita1. Home center board products experience a
longer cycle to convert raw material to product sales due to cross country
shipping and consignment inventory programs, resulting in an investment in
working capital. Working capital requirements are greater for the sawmill
opezation. Zn addition to cash outlays for timber deeds, the sawmill will have a
seasonal build up of log inventory,

Idaho Timber owns nine plants, one sawmill that principally pzoduces
decking products and one sawmill that produces split-rail fencing. These eleven
facilities in the aggregate have approximately 939, 000 square feet of
manufacturing and office space, covering approximately 230 acres. Two plants are
principally dedicated to home center board products snd the remaining plants
principally produce remanufactured dimension lumber products. All plant
locations can produce and distribute specialty wood products. Idaho Timber has
the capacity to ship approximately 70 million board feet per month; during 2005
actual shipments averaged approximately 62 million board feet per month.

Idaho Timber believes that its diverse remanufacturing, sawmill, and
distribution operations provide it with purchasing power to secure sources of
supply from multiple suppliers while minimizing freight costs. Idaho Timber's
diverse geographic footprint also mitigates geographic concentration risk.



Sales and Nazketing

Zdaho Timber primarily markets to local, regional and national lumber
retailers for its dimension 1umber products, home improvement centers for its
home center board products and decking treaters fOr its Sawmi11 product, and
athen resellere of home construction materials. Demand for its praducts is
dependent, in part. upon the stzength of the U. S housing market and the
da-it-yourself home improvement market which are subject to cyclical
fluctuations. Zts success in attracting and retaining custamers depends in large
part on its ability to provide quicker delivery of specified customer products
than ite competitors, Par dimension lumber products, sales ars primarily
generated at each of the plants, with a dedicated sales force located in the
same geographic region as the customers the plant serves. Board and decking
products axe sold and managed centra1ly. The home center hoard product ie
heavi1y dependent on two customers, Laws's and The Nome Depot, which. accaunt for
approximately 90% of that product line. The combined revenue af these two
customers was 14% of Zdaha Timber'e total revenue for the period from
acquisition to December 31, 2005. The customer hase for the dimension lumber
business is much less concentrated; no customer accounts far more than 5% of
revenue, Idaho Timber's sales are somewhat concentrated in regions where its
facilities are located, with the largest being plorida, 21%; North Carolina,
16%; and Texas, 13%.

Competition

Idaho Timber sells commodity products, and operates in an industry that
is currently aversupplied and very competitive. Zdaho Timber competes against
domestic and foreign sawmills and intermediate distributors for its dimension
lumber and decking products, Zn some cases. Idaho Timber competes on a limited
basis with the same sawmills that aze a source of supply of law-grade dimension
lumber. Fozeign suppliers have been growing theiz sales in the U. S, market,
particularly Ruropean competitors, which has added ta the current oversupply
condition in the industry and may continue to do so The home center hoard
business has many competitors, and suppliers to large home centers are always
under pressure to reduce prices

Idaho Timber also competes for raw material purchases needed for its
remanufactured dimension lumber and home center board products, and in the past
the availability and pricing of certain raw mate~isle has been adversely
affected by import duties (tariffs) imposed on Canadian imports, the largest
source of these supplies. A decades old trade dispute between the U. S. and
Canada resurfaced with the expiration of the Softwood tumber Agreement on March
31, 2001. The dispute involves claims that lumber from qavernment-owned land in
Canada is subsidized and sold into tbe U. S. market for less than fair value, the
effect of which is to injure or threaten to injure U.S. competitors. Zn the
past, the U. S. has argued for the right to impose extra duties to prevent cheap
Canadian wood from haxming V, S, manufacturers. However, the North American Pres
Trade Agreement ('NAPTA") review panel rejected claims that U. S. lumber
producers had suffezed damage as a result of Canadian imports. On September 10,
2004, the U.S, International Trade Commission complied with the NAPTA ruling and
issued a statement saying that the U.S, lumber industry is not threatened by
Canadian softwood imports; however, the Commission expressed some disagreement
with the pane1's decision. There have been a number of challenges and appeals
made through various channels attempting to reverse NAFTA's deoiniau. Cuzzent1y,
restrictions on Canadian imports are not adversely affecting Idaho Timber's
operations; however, if tariffs increase or import limitations are imposed in
the future, it is possible that zaw material costs could increase az supplies
could be constrained, Idaho Timber is examining alternative sources of supply ta
increase its raw material purchasing flexibility.

zdaho Timbez's manufacturing process is vezy labor intensive, and its
labor fozce is not unianined. Zdaho Timber's law coat labor force allows it to
be competitive and flexible in its operatinq activities; however, its labor
force is in high demand in its own industry and also fram non-industry
employers, If Idaho Timber is unable to continue to attract and retain a cost
efficient labor farce, sales volumes and profitability cauld suffer.

Gaveznment Regulation

Lumber and decking are identified at Idaho Timber facilities with-'a grade
stamp that shows the grade, moisture cantent. mill number, species and grading
agency. All lumber is graded in compliance with the National, Grading Rule for
Dimension Lumber, which is published by the 'U. S. Department of Commerce. Idaho
Timber facilities are subject to regular inspection by agencies appzoved by the
American Lumber Standards Connnittee. Zdaha Timber believes that its procedure
foz grading lumber is highly accurate; however, the company could be exposed to
product liabi1ity claims if it can be demonstrated its products are
inappropriately rated. Currently, Idaho Timber does not have any material
product liability claims outstanding.

Since Zdaha Timber's sawmills da not treat its woad with chemicals, and
since timber deeds purchased fran private land owners do nat impose a
re-planting obligation, Zdaha Timber does not have any unusual environmental
compliance issues.



Plastics Manufacturing

Business Description

Through its plastics division, the Company manufactures and markets
lightweight plastic netting used for a variety of purposes including, among
other things, building and construction, erosion contzol, agr'iculture.
packaging, carpet padding; filtration and consumer products, The products are
primarily used to add strength to other materials or act as barriers, such as
warning fences and crop protection from birds. The plastics division is a market
leader in netting products used in carpet cushion, erosion control, nonwoven
reinforcement and crop protection

In Pebruary 2005, the Company acquired the assets of NSw for
approxjmately $26, 600, 000, thereby increasing its mix of products and customer
base. NSW has a manufacturing and distribution facility in Roanoke, Virginia,
and has generated revenues of approximately $17,500, 000 for the period from
acquisition to December 31, 2005, Although the Company has integrated certain of
NSW's operating activities into its own, principally in the administratian and
raw materials purchasing areas, NSW's manufacturing facility will continue as a
stand-alone operation. Products manufactured by NSW include produce and
packaging nets, header label bags, ease liners and heavy weight nets foz
dzainage and erosion control purposes.

Certain of the division's products are proprietary, protected by patents
and/or trade seczets. The Company holds patents on certain improvements to the
basic manufacturing processes it uses and an applications thereof . The Company
believes that the expiration of these patents, individually or in the aggregate,
is unlikely to have a material effect on the plastics division.

Sales and Marketing

plastics manufacturing revenues were $93, 300, 000, $64, 1oo, o00 and
$53, 300, 000 for the years ended December 31, 2005, 2004 acd 2003, respectively.
Products are marketed both domestically and internationally, with approximately
11% of 2005 revenues generated by customers in Europe, Iatin America, Zapan and
Australia. Products are sold primarily through an employee sales force, located
in the United States and Europe. New product development focuses on market
niches where the division's proprietary technology and expertise can lead to
sustainable competitive economic advantages, Historically, this targeted product
development generally has been carried out in partnership with a prospective
customer or industry where the value of the product has been recognized. The
plastics division is now also focusing on developing products which provide an
upgrade to a current product used by an existing customer. Over the last several
years, the plastics division has spent approximately 2% to 54 of annual sales on
the development and marketing of new products and new applicatiane of existing
products

Competition

The plastics division is subject to domestic and inteznational
competition, generally an the basis of price, service and quality. Additionally,
certain products are dependent on cyclical industries, including the
canstzuction industry. The cost of the principal raw material used in its
products, polyprapylene, has increased by approximately 85% from 2o02. The
division has been able to raise prices to its customers during this period but
the contribution margin percentage has dropped by 6% as a result of higher raw
material costs, High ail and natural gas prices along with high capacity
utilization in the polypropylene industzy are expected ta keep raw material
costs higher than historical levels for the next few years.

The plastics division has had excess manufacturing capacity, principally
in its Belgium facility which became aperational during 2001. Utilization of
this capacity has taken longer than anticipated primarily due to the loss of a
major customer for whom the facility was expected to produce products. However,
operating results at the facility have improved, as sales grew .67% in 2005 as
compared tO 2003 and the buainesa aobieved pOSitiVe Caah flOW during 2004. In
additian, manufacturing production for customers in Australia and Asia has been
moved away from domestic facilities to the Belgium facility, thereby enabling
the domestic facilities to meet sales growth. In October 2005, the plastics
division acquired the manufacturing assets of a competitor for approximately
$4, 300, 000, and relocated and installed the equipment in the Belgium facility.
The asset acquisition is expected to increase sales in the filtratian, packaging
and agricultural markets at the Belgium facility-



Business Description
Healthcare Services

Established in 1994. Symphony provides post-acute healthcare sezvices
including caatract therapy, long-tezm care consulting and temporazy staffing to
skilled nursing facilities, hospitals, suh-acute care centers, assisted living
facilities, schools and other healthcare providers. Symphony currently operates
in 46 states, providing services at approximately 1,650 locations through its
employee workforce of approximately 2, 900 part-time aad full-time skilled
haalthcare pzofessionals (excluding temyorazy personnel) The businesses owned
by Symphony operate under the names Rehabsarks, VTA Management Services, VTA
Staffing Sezvices, EuzseWozks and Polaris Group. The Company has consolidated
Symphony in its finanCial Statementa SinCe it was aaquired in September 2003.

The principal services offered by Symphony are described below.

Contract Therayy Sezvices - Physical therapy, occuyational
therapy and speech pathology services provided to vax'iaus health
care providers aad schools. Services include compliance and
clinical training, recruitment, orientation and staffing,
management information and zeimbursemeat expertise.
Eealthcaze Staffing Sezvices — Placemeat af temporazy healthcare
professionals in hospitals and skilled nursing facilities
generally ranging from one day to 13-week assignments.
Consulting Services - These services assist healthcare providers
in managing Medicare reimbursement to ensure that systems and
procedures are in place ta manage costs and cash flow.

When determining how ta meet their rehahi1itatian therapy and healthcare
staffing needs, healthcare providers aze faced with an 'in-source" or
"autsource" decision, ta either manage the rehabi1itatiaa thexapy unit in-hacse
ax to contract the service to an autside vendor. As healthcare expenditures ia
the D, S, have continued to increase, healthcaze providers have exyeriehced
incx'eased cost reduction pressures as a result of managed caxe and the
implementation of prospective payment systems, where fixed fee schedules are set
by the Center for Medicare and Medicaid Services ('CNS'). Symphony's sezvices
give its customers increased flexibility in managing staffing levels and enables
them to xeduce their overall costs by converting a fixed cost into a variable
cost. Contract therapy is available aa a fu11-time, part-time and an-call basis,
aad can be customized at each location according to the particular needs of a
facility or patieat. Contract therapy sezvices also iaclude fu11 thexayy program
management with a full-time program maaager who is also a therapist and two ta
foux' yrofessiaaals trained in physical and occupational therapy oz
speech/language pathology. Symphony generally bills its customers either on the
basis of a negotiated yatient per diem rate or a negotiated fee schechQe based
on the type of sezvice xendered. Symphoay is also the largest px'ovider of
thezayy services ta the Depaxtment of Education of Mew Yark City,

Symphony's xeveaues and growth are affected by txeads and developments in
healthcare spending, which has been increasing at an accelerated rate aver the
past five yeazs. Demographic considerations also affect the amount spent on
healthcare. Due ta the increasing 1ife expectancy of Americans. the number of
yeoyle aged 65 years ox older has been growing and is expected to increase in
the future. These tx'ends, combined with the need for healthcare providers to
find moxa cost effective means to deliver theiz services, may encourage
healthcare pxoviders to use the sezvices offexed by Symyhany and its
compet 1'tax'9 ~

Competition

The contract therapy and healthcare stai'fing sezvices businesaee compete
in national, regional and local markets with fu11 service staffing companies and
with specialized staffing agencies. The program management services business
competes with companies that may oifer one or more of the same sezvices and with
hospitals and skilled nursing facilities that do not choose to outsource these
sezvices. The managed inyatient units and outpatient programs axe in highly
competitive mar)rats and compete for patients with other hospitals and skilled
nursing facilities,

There is a significant shortage of skilled healthcaze professionals who
yravide Symphony's sezvices, and Symphony's revenues ax'0 dependent on its
ability ta attract, develop and xetaia qua1ified therapists and other healthcaze
personnel who possess the skills, experience and, as required, 1icensure
necessazy to meet the specified requixeweuts of customers. Symphony competes fox
healthcaxe staffing personnel, with other healthcare compaxu, es, as well as
actual and yotential customers, some of wham seek to fill positions with either
xegulax ox. temporary employees.
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Government Regulation

Healthcare providers are subject to a complex axray of fedezal, state and
local regulations which include but are not limited to Medicare and Medicaid
regulations, licensure regulations, fxaud and abuse regulations, as well as
regulations regarding the confidentiality and security of health-related
information. If Symphony fails to comply with these laws it can result in civil
penalties, criminal penalties and/or exclusion from participation with pzograms
such as Medicare and Medicaid. Failure of Symphony's customers to meet
regulatory requirements could have an adverse impact on its business.

Symphony's customers are subject to state licensuxe and Nedicaxe
certification requirements with respect to their facilities and healthcare
professionals. Symphony is also subject to these requirements when it is the
direct provider of the service. Systems are in place to assure that these
requirements are met before Symphony's healthcare pxofessionals treat patients.

In most instances, customers pazticipate in the Medicare and Medicaid
programs as do certain of Symphony's outpatient therapy facilities. As such,
they are subject to Medicare and Medicaid's regulations regarding quality of
care, qualifications of personnel, adequacy of physical plant, as well as
billing and payment regulations. These regulations are written, published and
administered by the CMS and are monitored. for compliance.

Various federal and state laws prohibit the knowing and willful
submission of false claims or fraudulent claims to obtain payment from Medicare,
Medicaid or other government programs. The federal anti-kickback statute also
prohibits individuals and entities fxom knowingly and willfully paying,
offering, receiving or soliciting money ox anything else of value in order to
induce the referral of patients or to induce a person to purchase, lease, order,
arrange foz or recommend services or goods covered by Medicaxe, Medicaid or
other government healthcare pxograms.

The Balanced Budget Act of 199I mandated a Medicare Part A prospective
payment system for skilled nursing facilities based on the category of patient
care under the resource utilization group classifications ("RUGs" ) established
by CMS. The 2006 Prospective Payment System and Consolidated Billing for Skilled
Nursing Facilities Final Rule refined the RUGs system to more appropriately
zeimburse providex's for patients requiring extensive nursing and rehabilitative
services, Nine new categories wexe added and the nursing case-mix index was
shifted such that the nursing component of the per diem increased, while the
rehab component (the services Symphony provides) remained unchanged. To the
extent that Symphony's customer contracts link billing for services with the
RUGs classification, revenues could be adversely impacted even though a patient
may require the same level of care. Although Symphony has successfully
renegotiated many of its contxacts with respect to this matter, part A revenues
foz certain customers could decline.

On January 1, 2006, most Medicare part B therapy services became subject
to an annual limitation per beneficiary of $1,740 for physical thexapy and
speech-language pathology and $1,740 for occupational therapy services. However,
the Deficit Budget Reconciliation Act that was enacted in February 2006 mandated
the development of an exception process to permit services above these
limitations for services deemed medically appropriate, retroactive to Januaxy 1,
2006. On February 17, 2006, CNS published three Change Request Txansmittals
("Guidance" ), which detail the process by which beneficiaries may obtain
exceptions to the cap limitation. The process is to be fully implemented no
later than March 13, 2006. Under the Guidance CNS published, the majority of
Symphony's patients will qualify for an automatic exception to the therapy cap
limits. Those who do not qualify for the automatic exception are still eligible
to obtain a manual exception, subject to CNS approval. While the exception
process was under development, it created uncertainty among Symphony's staff and
customers which limited Symphony's services to Part B patients. Symphony is
cuzrently training operating and clinical staff on the new exception process, so
that services can be provided when medically necessaxy.
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Lang Distance Telephone Services. Long distance telephone services
include inbound/outbound service, international, toll free service and
calling card telephone service. ATX currently provides intrastate and
interstate long distance services nationwide and international
termination.

Network/Internet Services. ATX provides high-speed netwozk/Internet
connectivity praducts to its customers.

Web Services/E-commerce. Web services include Web design, development and
hosting, electronic commerce, Intranet development, database integration,
Internet security, and collocation.

Consulting and Managed Network Services. ATX assists in the design,
construction, implementation and management of local and wide area
networks. Consulting services include wide area network architecture,
router and customer premise equipment configuration and virtual private
network design and implementation.

Wireless Services. ATX offers wireless services primarily as a customer
retention tool, consisting of both cellulaz and paging service.

Cozeconnect, local and long distance telephone services currently account
for approximately 86% of ATX's revenues. For the period from acquisition to
December 31, 2005, ATX's revenues were concentrated in certain states,
principally Pennsylvania, 45%; New Jersey, 31%; Maryland, 6%; Virginia and
Washington D.C. , 6%; and Delaware, 5%.

Some of ATX's telecommunication services are not connected to its network
or switches. For these services ATX may simply be a reseller of the ILECs
services, or a seller of UNE-P services. ATX typically provides these services
to customers in areas where ATX does not maintain network facilities or where
customers do not have sufficient line needs to qualify for CareConnect. ATX's
margins for these services are typically lower than services provided an its
network. Recent regulatory action has increased the rates that ILECs can charge
for these services, which has fozced ATX to raise its prices, adversely
impacting ATX's ability to remain competitive for these products. ATX expects
that its revenues for UNE-P and reseller services will decline over time. For
the period from acquisition through December 31, 2005, these services accounted
for approximately 22% of ATX's revenues

Sales and Marketing

ATX's sales madel is based on a consultative approach, Each sale begins
with a consultation that evaluates the needs af the prospective customer. ATX
then designs a tailored, integrated and cost-effective solution that addresses
the specific customer's communications needs. The average sales cycle is
approximately 90 days for cus'tomers with extensive and/or complex needs, and
approximately 30 days for smaller customers.

ATX has approximately 18,000 customers. ATX's customers are billed on a
single, consolidated invoice, delivered by traditional means. It does not depend
upon any single customer for any significant portion of its revenue. Neither
ATX's business nor the telecommunications industry is genezally characterized as
having a material seasonal element and it does not expect the business or the
industry to become seasonal in the future.

Competition

The telecommunications industry is highly competitive, and is impacted by
regulatory changes, product substitution, technological advances, excess network
capacity and the entrance of new competitors. Competition for products and
services is based on price, quality, network reliability, service features and
responsiveness ta customers' needs.
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ATX faces competition from regional Bell opezating companies such as
Verison Communications, Znc. and ATRT, Znc. , as well as othez providers of
wireline telecommunications services, wireless telephone companies and VoIp
providers, Zn the local telephone markets, ATX's principal competitor is the
IIEc, which is usually vezixon. vezizon is also ATx's principal supplier of
UEEs, UNE-P and EELs. Wireless telephone companies have been taking market share
from providers of wireline voice communications Cable television companiea that
offer high-speed Internet access axe expanding their offerings to voice based
telephone services.

Many facilities-based CLECs have committed substantial resources to
building theiz networks or to purchasing other industry participants with
complementary facilities. By building oz puzchasing a network oz entering into
interconnection agreements oz zesale agreements with ZLECs or long distance
carriers, a provider can offer a single souzce for local and long distance
services similar to those offered by ATX Many of ATX's competitors have
substantially greater financial, personnel and other resources, with greater
f],exibility and a lower cost structure than ATX, The completion of large mergers
within the telecommunications industry during the past year could result in
improved cost structures for ATX's competitors, which could result in
competitozs offering lower pzices,

Government Regulation

ATX is subject to significant federal, state and local laws, regulations
and orders that affect the rates, terms and conditions of certain of its service
offerings, its costs and other aspects of its opezations. Regulation of the
telecommunications industry varies from state to state, and changes in response
to technological developments, competition, government policies and judicial
pzoceedings. The Company cannot predict the impact, nor give any assurances
about the materiality of any potential impact that such changes may have on its
business oz results of operations, noz can it guazantee that regulatory
authorities will not raise material issues regarding its compliance with
app1icable laws and regulations.

The FCC has jurisdiction over ATX's facilities and services to the extent
those facilities are used to provide interstate telecommunications sezvices.
State regulatory commissions generally have juzisdiction over facilities and
services to the extent the facilities are used in intrastate telecommunications
sezvices. Generally, the FCC and state commissions do not regulate Internet,
video conferencing or certain data services, although the underlying
telecommunications services components of such offerings may be regulated in
some instances,

The imp1ementation of the Telecom Act, the emergence of new technologies
and the financial distress of many in the telecommunications industry have
involved numezcus industry participants, including ATX, in disputes, lawsuits,
proceedings and arbitrations before state and federal regulatory commissions,
private ax'bitzation organizations, and federal and state courts, These issues
include the interpretation and enforcement of existing interconnection
agreements, the terms of new intexconnection agreements, inter-carrier
compensation, access rates applicable to different categories of traffic, the
jurisdiction of traffic for inter-carrier compensation purposes, the services
and facilities available to ATX, the price that ATX will pay for those services
and facilities and the regulatory treatment of new technologies and services.
ATX anticipates that it will continue to be involved in various disputes,
lawsuits, azbitzations and proceedings over these and other material issues,
although no material litigation is currently pending. ATX anticipates that
further legislative initiatives and regulatory rulemaking will occur. Rulings
adverse to ATX, adverse legislation, new regulations or changes in governmenta1
policy on issues material to ATX could have a material adverse effect on ATX's
financial condition or results of its operations.

As a CLEC, the availability of services and facilities pux'chased from
ZLECs and the rates ZLBCs can charge have a significant impact on ATX's
profitability, The enactment of the Telecom Act enabled ATX to purchase ILEC
services at favorable rates; however, certain subsequent regulatory action has
resulted in more flexibility for ZZECs in determining what products and sexvicesit provides and the rates it can charge. In certain instances, regulatory action
is shifting the determination of these rates from regulatory jurisdiction
towards commezcia1 negotiation between the parties, generally resulting in ILEC
price increases. Some of these developments are discussed below.



The PCC Tx'iennial Review Ozder

On August 21, 2003, the FCC released its Triennial Review Ox'dez ("TRO')
addressing the remand on UREs and its statutorily mandated comprehensive
evaluation of UEEs, which was generally favorable to CLECs. Zn a portion of the
TRO, the FCC held that CLECs such as ATX could oxder new combinations of UEEe
and EELs, which in combination are the same elements that comprise higher priced
special access facilities. The TRU also held that cLEcs could commingle UREs and
URE combinations with other wholesale sezvices. including special access
services, and resold services. On March 3, 2004, the Couzx of Appeals issued a
decision zeversing a substantial portion of the TRO. The Couxt vacated the PCC's
decision to azdex ucbuudling of mass market switches, special access facilities
and dark fiber dedicated transpoxt The Court found reasonable the specific EEL
eligibility standards pursuant to which CLBCs may obtain high capacity EBLs.
However, given the availability of special access, the Court expressed
skepticism that carriers using special access circuits to provide competitive
local exchange services wex'e impaired without access to RELs, and remanded this
and other matters to the PCC for further consideration.

The FCC Triennial Review Remand Order

On remand, in Pebxuaxy 2005, the PCC issued its Triennial Review Remand
Order ("TRRO") snd adoPted new rules, effective March 11, 2005. The PCC's TRRO
and rules govern the obligations of ILRCs to provide access to certain of their
network elesmnts, if at all, and the cost of such access The TARO for the most
paxt required that ILECs continue ta provide competitors access tc the high
capacity loops and UNEs that ATX uses. Howevex, as discussed below the new xules
placed new conditions and limitations on the zLEcs' obligation to unbundle these
elements, Noreovex', the TARO may have a material impact on ATX's future business
plans and operations. which can not be fully assessed until the new rates are
determined.

High Capacity Loops and Transport

The TRRO reduced the ILECs' obligation to provide high-capacity loops
within, and dedicated transport facilities between, certain ILEC central offices
that axe deemed to be sufficiently competitive, based upon various factors such
as the number of fibex-based collocators and/or the number of business access
lines within such locations. In addition, cextain caps are imposed regarding the
number of UEE facilities that a company, like ATX, may have on a single route or
into a single building. Where the central office conditions or the caps are
exceeded, the TRRO eliminated the ZZECs' obligation to provide these
high-capacity circuits to competitors at the discounted x'ates historically
Zeoeived under the Telecom ACt. The Xatea Charged by ILECs for ATX'S
high-capacity circuits in place on March 11, 2005 that were affected by the
pCC's new rules were increased 156 for one year until March 2006, although the
scope of this increase is uncertain because the new FCC rules are subject to
interpretation by state regulatory agencies, Zn addition. by Naxch 10, 2006, ATX
will be required to transition those existing circuits to alternative
arrangements, such as other competitive facilities or the higher priced special
access sezvices offered by the ZLECs, unless another rate has been negotiated.
since March 11, 2005, any new circuits ATx ordexs were subject to the ILEcs'
higher spec'ial access pricing in ILEC centxal offices that are deemed to be
sufficiently competitive, or that exceed the caps, subject to any contractual
protections under ATX's existing interconnection agreements. These rules will
increase the cost of new circuits in central offices meeting these criteria from
31% tc 147%, depending upon the siss of the circuit ordered and its location.

Entrance Facilities
On June 20, 2005, Verison, which is ATX's principal ZLEC supplier,

notified ATX and other CLECs of its intent, pursuant to the TRO and TARO, to
eliminate its offering of Entrance Pacilities at incremental cost-based px'icing,
effective September 18, 2005. Entrance Facilities are used by ATX to obtain
access to unbundled elements it purchases from Vezixon, In its notice Verixon
indicated that it would begin billing for Entrance Pacilities at higher special
access xates if ATX has not re-provisioned the UNE Entrance Pacilities to
alteznative arrangements by September 18, 2005 (i.e. , Verison special access
tenn plans or alternative carriers) . On July 13, 2005, ATX sant a letter to
Verixon indicating that it disagreed with Vex'i, xon's position and that the issue
was before Public Utility Commissions as part of the TRRO mandated arbitrations
to implement the PCC'8 new TRRO rules. ATX indicated that Entrance Facilities
could not be eliminated under the TRRO until Narch 11, 2006, and took the
position that Verison was not permitted to eliminate the Entxance Facilities
prior to the conclusion of the srbitrations. ATX also argued that under the
TRRO, it was entitled to continue to use Entrance Facilities tc purchase USEs
until March 11, 2006, at existing UNE rates plus 15%.
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On August 25, 2005, Verizon responded to ATX's letter stating that it
disagreed with ATX's position. In its letter. Verizon stated that it intended to
carry out its threat to discontinue Entrance Facilities effective September 18,
2005 and begin billing ATX for Entrance Facilities at Special Access rates,
although it provided a small exception for' stand-alone dedicated tzanspozt in
Delaware and Maryland. To date, Verizon haa not billed ATX at special access
rates but has indicated that it will -hack-hill ATX once ita billing system is
capable of billing the changes

On September 29, 2005, the Pennsylvania Public Utility Commission
("PAFUC" j rejected VerizOn's attempts to implement a tariff eliminating Entrance
Facilities. The PAPUC suspended operation of Verizon's tariff for six months or
until at least March 11, 2006, unless it acts on the matter in the arbitrations
prior to that time. This zuling is of particular importance to ATX because
approximately 60% of ATX's Entrance Facilities are located in Pennsylvania.
Verizon hns appealed the PAPUC decision in federal court.

ATX and VeriZOn have been attempting tO negOtiate a reac1utiOn Of thiS
dispute, but it is uncertain whether such a negotiated resolution will be
possible. ATX believes it haa adequately accrued for any unbilled amounts and
has taken appropriate steps to eliminate its dependency on verizon'a Entrance
Facilities in the future.

Unbundled Local Switching

The TRRO determined that ILECs will no longer be required to provide
access to unbundled cirduit switching capabilities, which previously allowed
CLECs to serve their customers by purchasing UNE-P at incremental coat-based
rates. The TRRO permitted ATX to continue purchasing existing UNE-P arrangements
for a period of one year after March 11. 2005, after which it has to either
convert the customers to other arrangements or discontinue serving them.

ATX began negotiations during 2005 with vezison to establish an
alternative arrangement to provide service to its customers previously served
via UNE-P subsequent to March 2006. On December 21, 2005, ATX entered into a
wholesale contract with Verizon for its principal local service territory, which
will permit it to continue to provide service to its existing UNE-P customer
base, as well as provide service to new customers, The terms of the contract
will permit ATX to serve its customers previously served utilizing UNE-P with an
arrangement nearly identical to UNE-P; however, the contract required ATX to
begin paying increased charges per line to Vezizon for the service retzoactively
beginning September 1, 2005 . 'At the end of the three-year term of the contract
rates will automatically go to higher resale rates unless a new contract is
established, and there is no assurance that ATX will be able to negotiate a new
contract on acceptable terms.

Interconnection Agreements

ATX has agreements for the interconnection of its networks with the
network of Verizon and other ILECs and the purchasing of UNEs covering each
market in which ATX provides local services. Aa the existing interconnection
agreements expire, ATX will be required to negotiate extension or replacement
agreements. ATX's intereonneetion agreement with Verizon is currently on a
month-to-month basis; agreements with other ILECs are also for short-term
periods. There are ongoing proceedings in most states to implement the TRO and
the TRRO that will likely result in amendments to ATX's interconnection
agreements with Verizon and the other ILECs. There can be no assurance that ATX
will successfully negotiate, arbitrate or otherwise replace oz' amend its
interconnection agreements on terms and conditions acceptable to ATX.

Domestic Real Estate

At December 31, 2005, the Company'a domestic real estate assets had a
hook value of $166,200, 000. The real estate operations include a mixture of
commercial properties, residential land development projects and other
unimproved land, all in various stages of development and all available for
sale. The Company owns a 15 story, 740, 000 square foot office building located
in downtown Tulsa, Oklahoma that was formerly NilTel's headquarters building,
but which waa not sold to Level 3. The building is currently 44% occupied by
Level 3 and another tenant under short-term leases; however, Level 3 has the
right to vacate one floor every six mouths commencing June 2006. The property
has a hook va1ue of approximately 854, 100, 000 and is heing marketed foz sale.
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Certain of the Company's other real estate investments and their
respective carrying values as of December 31, 2005 include: a 90% interest in 8
acres of unimproved land in washington, D. C. that was sold in 2006
($61,100, 000); approximately 87 acres of land located in Myrtle Beach, South
Caro1ina, which is fully entitled for a large scale mixed-use development of
various residential, retai1 and commercial space ($16,800, 000); an operating
shopping center on Iong Zsland, New York that has 71,000 square feet of retail
space ($9,300,000); approximately 76 acres of land located on the island of
Zslesboro, Maine, for which plans have been submitted for a residential
Subdivision ($9,200, 000); and an approximate 540 acre parcel located in San
Miguel County, Color'ado which the Company is attempting to have re-zoned into a
mixture of estate lots, cabins end e lodge site ($5, 700, 000) .

The Company owns approximately 30% of the outstanding common stock of
HomeFed. In addition, as a result of a 1998 distribution to a11 of the Company's
shaz'eholders, approximately 7.7% and 9.5% of HomePed is owned by the Company's
Chairman and President, respectively. HomeFed ie currently engaged, directly and
through subsidiaries, in the investment in and development of residential real
estate projects in the State of California. Zts current development projects
consist of two meeter-planned communities located in San Diego County,
California= San Elijo Hills, which it purchased from the Company in 2002, and a
portion of the larger Otay Ranch planning area. The Company accounts for its
investment in HomePed under the equity method of accounting. At December 31,
2005, its investment had a carrying value of $44, 100,000 which is included in
investments in associated companies. HomeFed is a public company tz'aded on the
NASD OTC Bulletin Board (Symbol: HOPD).

Zn May 2005, the Company sold its 716-room Waikiki Beach hote1 and
related assets for an aggregate purchase price of $107, 000, 000, before closing
costs and other required payments After satisfaction of mortgage indebtedness
on the hotel at closing, the Company received net cash proceeds of approximately
$73, 000, 000, and recorded a pre-tax gain of $56, 600, 000 (zeflected in gain on
disposal of discontinued operations) . The Company's interest in the unimproved
land in Washington, D.C. was sold in February 2006, and the Company received net
cash proceeds of approximately $75, 700, 000 after satisfaction of mortgage
indebtedness on the property and other closing payments; the Company expects to
record a pre-tsx gain of approximately $48, 900, 000.

The real estate development industry is subject to substantial
environmental, building, construction. zoning and real estate regulations that
are imposed by various federal, state and local authorities. Zn order to deve1op
its properties, the Company must obtain the approval of numerous governmental
agencies regarding such matters as permitted land uses. density, the
instal1ation of utility sezvices (such as water, sewer, gas, electric, telephone
and cable television) and the dedication of acreage for various c'ommunity
purposes. Furthezmore, changes in prevailing local circumstances or applicable
laws may require additional approvals or modifications of approvals previously
obtained. Delays in obtaining required approvals and authorizations could
adversely affect the profitability of the Company'e projects

Other Operations

Wineries

The Company owns two wineries, Pine Ridge Winezy in Napa va11ey,
California end Archezy Summit in the Willamette Valley of Oregon. Pine Ridge,
which was acquired in 1991, has been conducting operations since 1978, while the
Company started Archery Summit in 1993. Since acquisition, the Company's
investment in winezy operations has grown, principally to fund the acquisition
of land for vineyard development and to increase production capacity and storage
facilities at both of the wineries. Zt can take up to five years for a new
vineyard property to z'each full production and, depending upon the varietal
produced, up to three years after grape harvest before the wine can be sold. The
Company controls 224 acres of vineyards in Napa Valley, California and 115 acres
of vineyards in the Willamette Valley of Oregon, substantially all of which are
owned and producing grapes. The Company believes that its vineyards are located
in some of the most highly regarded appellations of the Nape end Willamette
Valleys. At December 31, 2005, the Company's combined net investment in these
wineries was $71,000, 000. The wineries sold approximately 81,200 9-liter
equiva1ent cases of wine generating wine revenues of $17, 800, 000 duzing 2005,
and 63, 600 9-liter equivalent cases of wine generating wine revenues of
$13,200, 000 during 2004.
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These wineries pzimarily produce and sell wines in the luxury segment of
the premium table wine market. The Company's wines are primarily sold to
distributors, who then sell to retailers and restaurants. The distributors used
by the Company also offer premium and luxury table wines of other producers that
directly compete with the Company's products. As permitted under federal and
local regulations, the wineries have also been placing increasing emphasis on
sales dizect to consumezs, which they are able to do thzough the internet, wine
clubs and at the wineries' tasting rooms. During 2005, direct sales to consumers
zepzesented 19% of csee sales and 40% of wine revenues. Sales of the Company's
wines in California (excluding direct sales to consumers) amounted to
approximately 12% of 2005 wine revenues.

The luxury segment of the wine industry is intensely competitive, The
Company's wines compete with small and large producers in the U.S., as well as
with imported wines, Demand ioz wine in the luxuzy market segment can rise and
fall with general economic conditions, and is also significantly affected by
available supply. At present, there is a worldwide oversupply of luxury wine
which may last for a few yeazs, The demand for the Company's wines is also
affected by the ratings given the Company's wines in industry snd consumer
publications. Wines ire rated on a l to l00 numerical scale for each vintage and
each type of wine. During the past year, ratings for some of the Company's wines
have increased oz stayed the same while zatings for other Company wines have
declined relative to previous vintages. Puture ratings aze impossible to
predict; however, the Company expects ratings for newly released wines will
continue to reflect the specific wine qua1ity of the Company's wineries snd the
ovezall perceived quality of the vintage in the Napa snd willamette valleys.

At the beginning Of 2005, inVentOry levele Of the COmpany'S Wince held by
the Company and its distributors weze too high, zesulting in the need to hold
prices for certain varietals and increase spending on promotional, sales and
marketing programs to sell mors wine, These efforts account for the increase in
case sales in 2005 as compared to the prior year, and the wineries have
significantly reduced the excess inventory levels. In particular, Pine Ridge had
been producing too much Nerlot for its historical sales volume, and it has
reduced future production thzough re-budding and re-planting activities The
Company's wineries have a1so been focused on improving wine quality. Wine
quality improvements are principally being made by reducing the amount of grape
clusters grown on each grapevine (resulting in yield zeduction) to further
concentrate flavor, and investing in new winemaking equipment. Luxury wines
available for sale in any given year aze also dependent upon harvest yields of
earlier periods, which can fluctuate from harvest to harvest depending on
weather patterns, insects and other non-controllable circumstances.

The wineries' production, sales and distribution activities aze subject
to regulation by agencies of both federal and state governments. Nsny states
have historically prohibited or restricted sales of wine direct to consumers by
pzoducezs that aze located in another state, even though the same states may
permit in-state producers to ship dizect to in-state consumezs. In a case that
was decided by the U. S. Supreme Ccuzt during 2005. such discziminatozy state
dizect shipment laws were held to violate the Commerce Clause of the U.S.
Constitution. As a zesult of the Couzt's decision, some states have revised
their laws to allow both in-state and out-of-state wineries to ship directly to
consumezs Other states have prohibited direct-to-consumer sales by in-state and
out-of-state wineries, although tbe Company is unable to predict the action that
each state will take to comply with the Court's decision, the Company expects
that this decision will increase its ability to market and sell wine direct to
the consumer.

Antilles Crossing Group

The Company owns approximately 75% of entities comprising the Antilles
Crossing Group ('ACG"), a startup ventuze that is constructing a sub-sea fiber
optic cable system in the western Caribbean. The remaining interest is
principally owned by Light a Power Roldings Ltd. , in which the Company holds a
36% interest

ACG has entered into a construction contract with a third-parry to
build a sub-sea fiber system from St. Croix to Barbados with a link to St.
Lucia. In St. Czoix, capacity agreements have been purchased to access sub-sea
fiber systems to carry ACQ customer traffic to and from the United States,
Canada, the United Kingdom, and the zest of the world. The system will be only
the second to be built to Barbados and St. lucia and is expected to alleviate
much'of the curzently restzicted bandwidth supply to those islands. The only
other system reaching those islands is controlled by the current sole providez.
Competitive international telecommunications and data service was first licensed
in each is1snd in 2005, ACG has received licenses and permits to construct and
operate the system; however, certain additional authorizations have not been
zeceived and aze in the process of being obtained.
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Once completed, the system will allow ACG to begin providing competitive
carrier' telecommunications and data services to the islands of Barbados and St,
Lucia. In addition, the Company is building an on-island fiber and wireless
communications rietwork on Barbados with the intention af yroviding data and
voice services ta businesses operating in Bazbados, The Company expects
construction of the sub-sea and on-island systems to be completed during 2006
and operating activities will cammence thereafter. The estimated cost'af the
proj ect is approximately $37,000, 000.

Banking and Lending

Historically, banking and lending operations made collateralized consumer
loans consisting prinoipally of personal autamobile instalment loans to
individuals who had difficulty ahtaining credit Over the past few years, the
Company has been shrinking its banking and lending operations. Operating
activities have been concentrated on maximizing zmtuzys on its investment
portfolio, collecting and servicing its remaining loan portfolios and
discharging deyosit liabilities as they come due; During 2005, the Company's
banking and lending subsidiary iiled a formal plan with the Office of the
Comptroller of the Currency to liquidate its oyezatians, said its remaining
customer deposits and surrendered its national bank charter. Net outstanding
loans were $3,000, 000 and $4, 300, 000 as of December 31, 2005 and 2004,
respectively Pre-tax income for the banking and lending operations was
$1,400, 000, $22, 000, 000 and $8, 400, 000 for the years ended December 31, 2005,
2004 and 2003, respectively

Other Investments

CIC

In Auguzt 2005, the Campany COnzummated the merger with ita then 72, 1%
owned subsidiary, NK Resources Comyany ('MK'1, whereby the Company acquired the
remaining outstanding NK commcm shares. The acquisitian cost consisted of
approximately 216, 000 of the Company's common shares (valued at $8, 300,000), and
estimated cash amounts ($4, 500, 000 has been accrued) that will be paid to former
NK stockholders who yerfected appraisal rights. As a result af the merger, HK is
naw a wholly-owned subsidiary of the company, and HK's securities are no longer
yublicly traded.

Izsmdiately fallawing the merger, the Campany said to Inmet, a
Canadian-based global mining company traded on the Toronto stock exchange
(Symbol: IMJ). a 70% interest in CLC, a Spanish company that holds the
exploration and mineral rights to the Las Czuces capper deposit in the pyrite
Belt of Spain. Inmet acquired the interest in CLC in exchange for 5, 600, 000
newly issued Inmet common shares, representing approximately 11.7% of the
outstanding Xnmet common shares immediately following completion of the
transaction. The Inmet shares were recorded at their fair value of approximately
$78, 000, 000, and the Company recorded a pre-tax gain on the sale of $10,500, 000.

CLC entered into an agreement with third party landers for project
financing consisting af a ten year senior secured credit facility of up to
$240, 000, 000 and a senior secuzed bridge credit facility of up to
(euro)69, 000, 000 ta finance subsidies and value-added tax. The Company and Inmet

have guaranteed 30% and 70%, respectively, af the obligations outstanding under
both facilities until completion of the project as defined in the project
financing agreement. At December 31, 2005, no amounts were outstanding under the
facilities. The Company and Inmet have also committed to provide financing to
CLC which is estimated to be $159.000, 000, of which the Company's share will be
309 ($14,300.000 of which has been loaned as of December' 31, 2005). Por the year
~nded December 31, 2005, the Company recorded $1,600, 000 of pre-tax losses from
thi, s investment under the equity method af accounting.

A Nay 2005 technical report prepared by Pincock, Allen 4 Holt, an
independent engineering company, indicated proven and probable reserves at the
Las Cruces deposit of appraximately 16 million metric tons of coppez ore at an
average grade of 6.6% copper. The capital costs to build the project have been
estimated at (euro)290, 000, 000 ($345, 000, 000 at exchange rates in effect on
February 13, 2006), including working capital, land purchases, and
contingencies, but excluding reclamation bonding requirements, inflatian,
interest during construction, cost overruns and other financing costs. CLC
expects ta reach full mine production by the middle of 2008. Cash ayerating
costs per pound of copper produced are expected to average (euro) 0.33 per pound
($.39 per pound) af capper' produced. The project's capital and operating costs
will be paid for in euros, while copper revenues during the life af the mine are
currently based on the U. S dollar. In order to minimize its exposure to
cuzrency fluctuations, CLC has entered into an agreement to swap
(euro)171, 000, 000 of euzo denominated debt into $215, 000, 000 of U.S. dollar
denominated debt ance construction of the mine is complete.
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Berkadia

The Company is a member of Berksdia, an entity jointly owned by the
Company and Berkshire Hathaway Inc. ("Berkshire" ), In 2001, Berkadia lent
$5, 600, 000, 000 on a senior secured basis to PZNOVA Capital Corporation (the
"Berkadia Loan" ), the principal operating subsidiary of PZNOVA, to facilitate a
chapter ll restructuring of the outstanding debt of FZNOVA and its principal
subsidiaries, Berkadia also z'eceived newly issued shares of common stock of
PINOVA representing 50% of the stock of PZNOVA outstanding on a fully diluted
basis Zn addition, the Company entered into a ten-year management agreement
with FINOVA, for which it receives sn $8, 000, 000 annual fee that it shares
equally with Berkshire. FINOVA is a financial services holding company that,
prior to its filing for bankruptcy, provided a broad range of financing snd
capital markets products, primari1y to mid-size businesses. Since its chaptez 11
restructuring, PINOVA's business activities have been limited to the orderly
collection and liquidation of its assets and PZNOVA has not engaged in any new
1ending activities.

Berkadia financed the Berkadia Loan with hank financing that was
guaranteed, 90% by Berkshire and 10% by the Company (with the Company's
guarantee being secondarily guaranteed by Berkshire). All income related to the
Berkadia Loan, after payment of financing costs, was shared 90% to Berkshire and
10% to the Company. Zn Pebruazy 2004, PZNOVA fu11y repaid the Berkadia Loan, and
Berkadia fully repaid its hank financing, thereby eliminating the Company's
guaranty, Pursuant to the management agreement, the Company continues to manage
PZNOVA, for which it receives the fee described above. Although the tezm of the
Company's management agreement with FINOVA extends until August 2011, the
Company cannot provide assurances that the agreement (and the fee the Company
receives) will remain in effect after November 2009, at which time FINOVA's bond
debt matures.

Olympus

At December 31, 2005, the book value of the Company's 20% equity interest
in Olympus had been written down to zero, and its net cash investment was
$48, 000, 000. Olympus was formed in 2001 to take advantage of the lack of
capacity and favorable pricing in the reinsurance market. Zt entered into a
quota share reinsurance agreement with Folksamerica Reinsurance company, an
affiliate of WMIG, and has also entered into reinsurance transactions with other
parties. During 2005, Olympus recorded significant losses as a zesult of
estimated insurance claims from hurricanes Katrina, Rita and Wilma, In early
2006, Olympus raised a significant amount of new equity to replace some, but not
all of the capital that was lost as a result of the 2005 hurricanes. Since the
Company did not invest additional capital in Olympus, its equity interest will
be diluted (to less than 4%) such that it will no longer apply the equity method
of accounting for this investment subsequent to December 31, 2005. For the years
ended December 31, 2005, 2004 and 2003, the Company recorded $ (120,100,000),
$9, 700, 000 and $40, 400, 000, respectively, of pre-tax income (loss) from this
investment under the equity method of accounting.

Other

Zn 2004, the Company invested $75, 000, 000 in INTL Consilium Emerging
Market Absolute Return Fund, LLC ("ZNTL"), a 1imited liability company that is
invested in a master fund which primarily invests in emerging markets debt and
equity securities. INTL and the master fund are managed and controlled by an
investment manager who has ful1 discretion over investment and operating
decisions. Under generally accepted accounting principles ("GAAP ), INTL is
considered a variable interest entity and the Company is the primary
beneficiazy; as a result, the Company accounts for its investment in ZNTL as a
consolidated subsidiary. ZNTL plans to sell additional membership interests in
the future, which if accomp), ished could result in the Company no longer
accounting for INTI as a consolidated subsidiazy. The Company can generally
withdraw its capital account interest upon 90 days notice, subject to the
manager's ability to liquidate security positions in an orderly manner. At
December 31, 2005, ZNTL had total assets of $105,100,000, which are reflected as
investments in the Company's consolidated ba1ance sheet, and its liabilities
were not material. For the years ended December 31, 2005 and 2004, the Company
recorded pre-tax income relating to ZNTL of $9,900, 000 and $2, 200, 000,
respectively. The Company has included ZNTL in its Cozporate segment.
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At December 31, 2005, the book value of the Company's equity investment
in JPOP IZ, a z'egistered broker-dealer, wan $123,600, 000. JPOP IZ is managed by
Jefferies 6 Company, Znc. , a full service investment bank to middle market
companies JPOP II invests in high yield securities, special situatian
investments and distressed securities and Provides trading services ta its
customers and clients, Por the years ended December 31, 2005, 2004 and 2003, the
Company recorded $23, 600. DDD, $16,200, 000 and $14,800, 000, respectively, af
pre-tnx income from this investment under the equity method of accounting, all
of which was distributed to the Company nhoztly after the end of each year.

Zn December 2001, the Campany invested $50, 000, 000 in EagleRock, a
limited partnership that invests and trades in securities and other investment
vehicles. At December 31, 2005, the book value of the Ccnnpany'n equity
investment in EagleROck wan $75,500, 0DD, which excludes $16, 600, 000 that waa
received in January 2006 and is Classified as a reCeivable as Of December 31,
2005. In August 2005, the Company notified EagleRock that it determined to
withdraw its entire intereat On January 1. 2006. Discuaaiana are ongoing as tO
the timing and mannez in which the Campany's capital will be remitted by
EagleRock to the Company. Pre-tax income (lasses) of $(28, 900, 000), $29, 400, 000
and $49, 900, 000 fOr the yeazs ended December 31, 2005, 2004 and 2003,
respectively, weze recorded from this investment undez the equity msthad af
accounting.

The Company owns approximately 36% af the connnon stock of Light 6 Power
geldings Ltd. , the parent company of The Barbados Light and Power Company
Limited, the primazy generator and distributor of electricity in Barhadan, At
December 31, 2005, the Company's investment of $12,100,000 wan accounted for on
the cast method af accounting, due to currency exchange restrictions and stack
transfer restrictions,

The Company beneficially owns equity interests repzesenting more than 58
of the outstanding capital stack of each of the following domestic public
companies at Pehruazy 23, 2006 (determined in accordance with Rule 13d-3 of the
Securities Exchange Act of 1934); Level 3 (14,1%), FzmovA (258), EomePed
(29.9%), International Assets Balding Corporation (18.68), Jordan Industries,
Ino, ("JZZ~) (10.1%), and Parkervisian, InC. (5.9%). The COmpany also awns 20.3%

of JZI's Senior Subordinated Discount Debentuzes due 2009 ($19,300, 000 aggregate
pzincipal amount. for which the Comgany Paid $9, 100, 000) and 22. 8% of JZZ
Eoldings Benior Secured Eotes due 2007 ($39,500, 000 aggregate principal amount,
for whiCh the Company paid $36, 500.000).

Pram 1982 through the fourth quarter of 2002, a subsidiary of the Company
had a partnership interest in The Jozdnn Company LLC and Jordan/Ealaznick
Capital Company, entities that specialized in structuring leveraged buyoutn in
which the owners are given the opportunity ta became equity participants These
equity investments include JZZ, JZ Equity Partners PLC (a British company traded
on the Landon Stock Exchange in which the Company holds a 6. 6% equity interest),
and a tatal Of 19 Other Campaniee. At DeCember 31, 200S, theme inveatmente are
carried in the Company's consolidated financial statements at $95, 800, 000, af
which $63, 800, 000 relates to public companies carried at market value. The
Jordan-related partnezships were terminated at the end of 2002.

Foz furthez infozmation about the Company's business, including the
Company's investments, reference is made to Item 7, Management's Discussion nnd
Analysis of Pinancial Condition and Results of Operations of this Report and
Eaten to Consolidated Pinancial Statementn.

Item lA, Risk Pactors.

our business is subject to a numbez' of risks. Yau should carefully
consider the following risk factors, together with all af the other infazmation
included or incorporated by reference in this Report, hefoze you decMe whether
to purchase our common stock. . The risks set aut below are not the only risks we
face. Zf auy of the i'allowing risks occur, aur business, financial candition and
results of operations cauld he materially adversely affected, In such Case, the
trading price of our common stock could decline, and you may lose all or part of
your inves'tment.

Future aCquisitions and dispositiona Oi aur apezationa snd investments
ara possible, and if unsuccessful cauld reduce tbe value of ouz common shares.

.Wa continuously evaluate the retentian and disposition of our existing
operations and investigate possible acquisitions of new businesses. Any future
acquisitions oz dispasitions may result in significant changes in the
compositian of our assets and liabilities. Consequently, our financial
condition, results of operations and the trading price of our common shares eay
be affected by factors different from those affecting aur financial condition,
results of operatians and trading price at the present time.
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Puture acquisitions and investments may expose us to risks to which we
are not currently subject. puture acquisitions and investments may expose us to
risks such as:

o the. possibility that future acquisitions and investments may not
immediately, if ever, add value to aur Company;

o diversion of management's attention from our existing businesses;
and

o the possibility that the acquired businesses oz investments will
generate insufficient profits to offset the increased expenses
associated with the acquisitians.

Ouz ability to make future acquisitions and investments successfully
depends on a zange of factors, including ouz ability to identify and compete
with others far potential acquisition targets, the acquisition price, terms and
conditions of any completed acquisitions, and the future pzofitsbility of any
new acquisitions and investments.

We are dependent on certain key personnel. We aze dependent on the
services of Zan N. Cumming and Joseph S, Steinberg, our Chairman of the Board
and President, respectively. Nessrs. Cussing's and Steinberg's employment
agreements with ns expire tune 30, 2015, These individuals are also significant
shareholders of ouz Company As of Pebxuaxy 23, 2006, Nesszs. Cumming snd
Steinberg snd their respective fami1ies (excluding certain private charitable
foundations) beneficially owned approximately 11.5% and 12.6% of auz outstanding
common shares. respect. ively. Accordingly. Messrs. Cumming and Steinberg could
exert significant influence aver all matters requiring approval by our
shareholders, including the election or removal of directors and the approval of
mergers or other business cambination transactions.

We operate in a variety of industries and market sectors, certain of
which msy be mare susceptible to economic dawntuzns than others Ths industries
in which we operate may be subject to the effects of national or lacal economic
cycles, increased competition and changes in demographic conditions, any of
which may advexsely affect ouz businesses and are beyond oux control. Changes in
economic conditions in the United States or inteznatianally can cause
fluctuation in prices and sales volumes which could adversely affect the
Company's operating results. A worsening of general ecanomic ar market
conditions may result in lower valuations for aur businesses or investments oz
have a negative impact on the credit quality of our assets.

Changes in the U. S. hausing market could reduce Idaho Timber's revenues
and profitability, Idaho Timber's revenues benefit from continued strong new
housing starts and the strong home improvement market in the U. S. Any decline in
the U. s. housing market, which could result from local, regional, natianal oz
international economic changes, oz from other factors, including increases in
mortgage interest rats levels, would likely reduce demand for Idaho Timber's
products and lower revenue.

Changes in telecommL3nicatians laws and regulations could advexsely
affeot ATX. ATX OpeZates in a highly competitive and regulated industry. ATX
would nnt be able to provide many of its services to its customers without the
ability to purchase services from its competitors, which is a right ATX and
others currently have pursuant to government laws promoting competition in local
telephone markets. Recent changes in government regulations have either limited
the ability of ATX to purchase certain services, or increased the cost of those
services to ATX. Future regulatory changes could have an adverse impact on ATX's
ability to sell its products, to sell its pxaducts at a competitive price or to
acquire the sezvices it needs at a cost effective rate. Zn addition, ATX incurs
substantial expenses complying with various local, state and federal
regulations, and changes in these regulations cauld increase the cast of
compliance.

We are subject to risks assaciated with the increased volatility in xaw
material prices and the availability of key raw materials. We purchase
significant amounts of raw matex'isis from third parties foz use in our plastics
manufacturing and Zdaha Timber businesses. The price fox polyprapylene, the
principal raw. material used by the plastics manufacturing segment, tends to
fluctuate with the price of oil and as a result has risen significantly over the
past couple af years. To the extent this trend cantinues snd we are unable to
pass these price inareases to our customers, ouz results of operations will. be
negatively impacted. A significant poztion of Idaho Timber's zaw material
purchases are from foreign suppliers, and the availability of that supply can be
adversely impacted by trade disputes. In addition, zaw material prices at Idaho
Timber will not always rise and fall in proportion to selling prices of Idaho
Timber's products, which can have a negative impact on operating results.



Compliance with government laws and regulations requize the expenditure
of funds and adversely affect the profitability of our real estate development
projects. Our real estate development business requires numerous goveznmental
approvals, licenses and permits, which we must obtain before we can begin
development and construction. This approval process can be delayed by
withdrawals or modifications of preliminary approvals, by litigation and appeals
challenging development rights and by changes in pzevailing local circumstances
oz applicable laws that may require additional approvals. Adverse regulatory
changes or failure to obtain appzovals could delay real estate development
projects or make them more costly to complete.

Changes in mortgage interest rate levels or changes in consumer lending
practices could reduce consumer affordability and demand for some of our real
estate development projects. Certain of ouz real estate development projects are
dependent upon the availability and cost of mortgage financing for potential
homebuyezs. Any significant increase in the prevailing low mortgage interest
rate environment or decrease in available credit could reduce consumer demand
for housing, which in turn could lead to fewer home sales or lower selling
prices.

A decrease in consumer spending or general increases in the cost of
living could adversely impact sales at our wineries. Our wineries primarily
produce and sell wines in the luxury segment of the premium table wine market,
and are significantly dependent on the level of consumer spending. Consumer
spending habits are influenced by a number of factors beyond our control,
including the general state of the economy, increases in the cost of living,
federal and state income tax rates, deductibility of business entertainment
expenses under federal and state law and consumer confidence in future economic
conditions,

Adverse regulatozy developments and healthcare reform legislation
impacting Medicare reimbursement levels could reduce Symphony's revenues and
reduce our operating profits. Changes in the reimbursement policies. of the
Medicare or Medicaid programs as a result of budget cuts by federal and state
governments or other legislative and regulatory actions could have an adverse
effect on our healthcare business. Government payment proqrams are subject to
statutory and regulatory changes, retroactive rate adjustments, administrative
ordezs and funding restrictions, all of which could decrease program payments to
us or to our customers. In zecent years, there have been numerous discussions at
federal and state levels for comprehensive zeforms of the country's healthcaze
system. Regulatozy action affecting the level of funding for Medicare and
Medicaid programs, the reimbursement regulations of CMS, greater regulatory
flexibility, additional operational requirements or failure to obtain relief
from the recently imposed Medicare Part B caps could adversely affect us.

The healthcare industry is heavily regulated by the government, which
requires our compliance with a variety of laws. The services Symphony provides
are subject to periodic reviews, investigations and audits by governmental
authorities to ensure that we are complying with standards established for
continued licensure under state law, certification for participation under the
Medicare and Medicaid programs and compliance with laws governing the
transmission and privacy of patient healthcare information. We could be
adversely affected if we fail to meet these standards or if the standards change
and we experience delays or incur additional costs in meeting the new standards.
Our failure to obtain, retain or renew any required regulatory approvals,
licenses or certificates could prevent us from being reimbursed for certain of
ouz services. Symphony incuzs substantial administrative costs complying with
government laws and regulations. Symphony is also subject to potential lawsuits
undez a federal whistleblower statute designed to combat fzaud and abuse in the
healthcare industry.

We could experience significant increases in operating costs due to
continued intense competition for qualified staff in our healthcare business.
Our inability to attract and zetain highly skilled personnel would make it
difficult to conduct our healthcare business. Due to shortages in qualified
pzofessionals in the healthcare industzy, competition for these employees is
intense and Symphony's competitors may offer more attractive wage and benefit
packages than we do. In addition to the wage pressures inherent in this
environment, the cost of training new employees amid high turnover rates has
increased our costs. Continued industry-wide shortages of qualified healthcare
professionals will affect our ability to attract and maintain adequate staffing
levels, which could adversely affect our results of operations.
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Our various businesses are dependent on the proper functioning of our
information systems. Our operations are dependent on the proper functioning of
our infaxmation systems. Additionally, we rely on our information systems in
managing ouz accounting and financial reyorting. Hardwax'e aud software is
protected by various forms and levels of security, and certain of our
informatxon technology functions have beckuy yzocessing capabilities. However,
these systems aze stiQ vulnerable to fire, storm, flood, power loss,
telecommunications failures. physical or software break-ins and similar events.
In the event that critical infoxmatian systems are unavailable, these functions
would have to be accomplished manually, which could temporarily impair our
ability to identify business opportunities quickly, maintain billing and
clinical records reliably, bill for sexvices efficiently or maintain aur
accounting and financial reporting effectively.

We face intense competition in the aysration of our businesses. The
industri, es in which we operate are highly competitive. There are numerous
competitors wha operate in' ouz max'kets, many of which have advantages over us,
such as more favorable locations, greater financial and other resources snd mey
be maze established in their respective ccsnmunities than we are. Competitors may
offer newer or different products or services that our customers may find more
attractive.

We may uot be able to geoexate sufficient taxable income ta fully
realise aur deferred tax asset. Ws and certain of ouz subsidiaries have
significant NQLs and other tax attributes At DecembeX' 31, 2005, we hnvs
reCagnined a deferred taX aSSet Of $1,135,100, 000 in ZeeyeCt Of these taX
attributes. If we are unabls to generate sufficient taxable incame, we will nat
be able to fully realise the recorded amount of the deferred tax asset,

Weather related conditions and signifiaant natural disastexn, including
hurricanes, tornadoes, windstoxms, earthquakes and hailstozms cauld adversely
affect aur business. The occurrence of natural diaasters may impact our
wineries, real estate holdings and manufacturing opezatiaus, interfere with our
ability ta obtain raw materials, nell ouz products and provide service or
realise income fram aur operations. Any shortage of reliable water nnd energy
resources or a dzop in consumer confidence in the dependability of such
rssouzces in areas where we operate or awn land may adversely affect ouz
business opexatians, the values of aur properties and/or result in government
restrictions that curtail apexations.

We may not be able to insure certain risks ecanomically. We may
experience economic harm if any damage to aur pxayexties is not covered by
insurance. We cannot be certain that ws will be'able to insure all risks that we
desire to insure economically oz that all of our insurers or reinsurers will be
financially viable if we make a claim We may suffer losses that are not covered
under aur insurance or reinsurance policies If an uninsured loss or a loss in
excess of insured limits shauld occur, results of operations would be adversely
affected.

Ws may reduce or cease to pay dividends an our common shares; We paid
cash dividends of $0.25 per common share in 2005 and 2004. However, we cannot
assure yau that ws will pay dividends on our common shares in the future oz, if
we do, the amaunt of such dividends. The payment af dxvidends on aur commau
shares in the futuzs is subject to the discretion of our Board of Directors and
will depend upon general business conditions, the availability of our WOLs,
legal and contractual restrictions on the payment of dividends and other factors
that our Board of Directors may deem to be relevant. In cauusctiau with the
declaration of dividends or the making of distributions on, or the purchase,
xedemytion or other acquisition of our connnan shares, we are required to comply
with certain restrictions contained in certain of our debt instruments.

Our common shaxes ax'e subject ta txansfsx rsstrictiaus. We and certain of
our subsidiaxies have significant NQLs and ether tsx attributes, the amount and
availability af which axs subject ta certain qualifications, limitations aod
uncertainties. In order to reduce the possibility that certain changes in
ownership could result in limitations on the use of the tax attributes, our
certificate of incorporation contains provisions that generally restrict the
ability of a person or entity from acquiring ownership (including thzaugh
attribution undex' nhe tax law) o! 5% or more of our cannnon sbaxss and the
ability of persons or entities now owning 5% ar more of auz common shaxes from
acquiring additional connnon shares. The restriction will remain until the
earliest of (a) December 31, 2024, (b) ths repeal of section 382 of the Internal
Revenue Code (or any comparable successor provision) aud (c) the beginning of
our taxable year to which these tax attributes may no longer be carried fozwazd.
The restriction may be waived by our Board of Dizectoxs. Shareholders are
advised to carefully monitor their ownership of aur common shares and consult
their awu legal advisors and/or us to determine whether their ownership of aur
cammon shares approaches the yzosczibed level.



Item IB Unresolved Staff Cossaents.

Not applicable.

Item 2. Properties.

Idaho Timber's plants and sawmills, which axe the principal pzopezties
used in its business are described in Ztem 1 of this Report. ATX leases
approximately 130,000 square feet oS office space, and approximately 13,000
square feet used for network operations,

Through its various subsidiaries, the Company owns and utilizes office
space in Salt Lake City, Utah for corporate and other activities (totaling
appzoximately 31,900 square feet). . Subsidiaries of the Company own facilities
primarily used for plastics manufacturing located in Georgia. Virginia and Genk,
Belgium (totaling approximately 457, 300 square feet) and facilities and land in
California and Oregon used for winery operations (totaling appzoximately 123,300
squaze feet and 396 acres, respectively).

The Company and its subsidiaries lease numerous manufacturing,
warehousing, office and headquarters facilities. Symphony also leases faci1ities
in a number of locations that are used for administrative functions and
outpatient therapy services. The facilities vary in size and have leases
expiring at various times, subject, in certain instances, to renewal options.
See Notes to Consolidated Financial Statements.

Item 3. legal Proceedings.

The Company and its subsidiaries are parties to legal proceedings that
are considered to be either ordinary, routine litigation incidental to their
business or not material to the Company's consolidated financial position cr
liquidity.

On Octobez 6, 2005, purported stockholders of NK filed a purported class
action entitled Bpecial Situations Fund ZZZ, L.P. , st al, v. I eucadia National
Corpozation, et al, (Civil Action No. 1692-N) against the Company, NK and the
formsz dizectozs of NK, The complaint, which was filed in the Couzt of Chancery
foz the State of Delawazs allegss breach of fiduciary duty in connection with
the mezgez of NK into the Company, that unfair and inadequate consideration was
paid to minority stockholders of NK, and that the process by which the merger
was considered and approved was controlled by the Company and was unfair to the
minority stockholders of NK. The complaint seeks rescission of the merger,
damages in an unspecified amount, and attorneys' fess. On February 2, 2006,
plaintiffs in this act'ion filed a Stipulation and Proposed Ozder of
Consolidation which pzoposss, imocg other things, to consolidate this action
with another purpozted class action entitled Weinberg v Joklik, et al, , (Civil
Action No. 1455-N filed June 24, 2005) (which raises claims chat are
substantially similar to the claims raised in the special situations Fund
complaint) and, for discovery puzposes, with an appraisal action entitled
Special Situations Fund ZII, I .0 , et al, v. I.eucadia National Cozpozation and
NK Resources Company (Civi1 Aotion No, I59S-N, filed August 30, 2005) (from
which the Company was dismissed as a respondent in December 2005), both of which
were filed in ths Court of Chancery ior the State of Delaware in connection with
the merger of NK into the Company, On march I, 2006, the Court granted the
plaintiffs' proposed order.

The Company believes that the material allegations of the complaints are
without merit and intends to defend these actions vigorously and does not
believe that any of the fozegoing will have a matezial advezse effect on its
consolidated financial position, consolidated zesults of operations oz
1iquidity.

Item 4. Submissiou of matters to a Vote cf Security Holders.

Not applicable.

Item 10. Rxecutive Officers of the Registrant.

All executive officers of the Company are e1ected at the organizational
meeting of the Board of Directors of the Company held annually and serve at the
pleasure af the Board of Directors. As of February 23, 2006, the executive
officers of the Company, their ages; the positions held hy them and the periods
duzing which they have served in such positions were as follows:
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Name Age Position with Leucadia Office Held Since

Zan M. Cumming
Joseph S. Steinberg
Thomas E. Mara

Joseph A. Orlando

Bar'hara L. Lowenthal

H. E. Scruggs

65
62
60

50

51

48

Chairman of the Board
President
Executive Vice President

and Treasurer
Vice President and

Chief Pinancial Officer
Vice President and

Comptroller
Vice President

June 1978
January 1979
May 1980;

January 1992
January 1994;

April 1996
April 1996

August 2002

Mr. Cumming has served as a director and Chairman of the Board of the
Company since June 1978 and as Chairman of the Board of FZNOVA since August
2001. Mr. Cumming has also been a director of Skywest, Inc. , a Utah-based
regional air carrier, since June 1986 and a director of HomeFed since May 1999.

Mr. Steinberg has served
and as President of the Company
as a director of JII since June
December 1999) and FINOVA since

as a director of the Company since December 1978
since January 1979. In addition, he has served
1988, HomeFed since August 1998 (Chairman since
August 2001.

Mr. Mara joined the Company in April 1977 and was elected Vice president
of the Company in May 1977. He has served as Executive Vice President of the
Company since May 1980 and as Treasurer of the Company since January 1993. In
addition, he has served as a director and Chief Executive Officer of FINQVA
since September 2002, and as a director of Inmet since August 200S.

Mr. Orlando, a certified public accountant, has served as Chief Financial
Officer of the Company since April 1996 and as Vice President of the Company
since January 1994.

Ms. Lowenthal, a certified public accountant, has served as Vice
President and Comptroller of the Company since April 1996

Mr. Scruggs joined the Company in 199S, served as Vice President from
March 2000 through December 2001, and from August 2002 until the present.

PART ZZ

Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and
Issuer Purchases of Equity Securities.

The common shares of the Company are traded on the NYSE under the symbol
LUK, The following table sets forth, for the calendar periods indicated. , the
high and low sales price per common share on the consolidated transaction
reporting system, as reported by the Bloomberg Professional Service provided by
Bloomberg L.P.
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common Share

High Low

2004

First Quarter
Second Quarter
Third Quarter
Fourth Quarter

2005

First Quarter
Second Quarter
Third Quarter
Fourth Quarter

2006

First Quarter (through February 23, 2006)

$35.97
37.74
37.78
41,00

$46. 6S
41.21
44 91
49.28

$54, 10

$30.69
30 03
32.23
31.50

$32.40
32.91
37 80
40.09

$46.S2

As of February 23, 2006, there were approximately 2, 860 record holders of
the common shares.

The Company paid cash dividends of S0.25 per common share in 2005 and
2004. The payment of dividends in the future is subject to the discretion of the
Board of Directors and will depend upon general business conditions, legal and
contractual restrictions on the payment of dividends and other factors that the
Board of Directors may deem to be relevant.

In connection with the declaration of dividends or the making of
distributions on, or the purchase, redemption or other acquisition of common
shares, the Company is required to comply with certain restrictions contained in
certain of its debt instruments. For further information, see Item 7,
Management's Discussion and Analysis of Financial Condition and Results of
Operations included in this Report.

Certain subsidiaries of the Company have significant NOLS and other tax
attributes, the amount and availability of which are subject to certain
qualifications, limitations and uncertainties. In order to reduce the
possibility that certain changes in ownership could result in limitations on the
use of the Company's tax attributes, the Company's certificate of incorporation
contains provisions which generally restrict the ability of a person or entity
from acquiring ownership (including through attribution under the tax law) of
five percent or more of the common shares and the ability of persons or entities
now owning five percent or more of the common shares from acquiring additional
common shares. The restrictions will remain in effect until the earliest of (a)
December 31, 2024, (b) the repeal of Section 382 of the Internal Revenue Code
(or any comparable successor provision) or (c) the beginning of a taxable year
of the Company to which certain tax benefits may no longer be carried forward.
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The Company's purchases of its common shares during the fourth quarter of
2005 were as follows:

Xgd(ata P()AO(APPS (XP EQUXTT PEC()tuTfzg

Total rusher
of Shsles

Purchased (1)

Av4rsga
Pries Paid
Par share

Total Sumber of
Shares Purchased

as Part of
Puhlialy

Aaaouaced Pleas
or

Programs

Approximate
X)aller Value of
shares that say
yat ae Purchased
uader the Plaaa
or Prtctraes

Soecmbar 1 to )Zovamber 30 3,571 545.49

3, 571

(1) Consists of common shares received from employees to exercise stock
options. Shares were valued at the market price at the time of the option
exercise

The Boazd of Directors fz'om time to time has authorized acquisitions of
the Company's common shares. In December 1999, the Company's Board of Directozs
inczeased to 6, 000, 000 the maximum number of shares that the Company is
authorized to purchase. At December 31, 2005, the Company is authorized to
repurchase 3, 7296477 common shares.

Item 6 Selected Financial Data.

The following selected financial data have been summazized from the
Company's consolidated financial statements and are qualified in their entirety
by reference to, and should be read in conjunction with, such consolidated
financial statements and Item 7, Management's Discussion and Analysis of
Finaxxcial Condition and Results of Operations of this Report
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(a) Subsidiaries are reflected above as consolidated entities from the date of
acquisition as follows: Idaho Timber, May 2005; ATX, Apzil 2005; and
Symphony, September 2003. For additional information, see Note 3 of Notes
to Consolidated Financial Statements.

(b) Includes net securities gains (lasses) of $208, 816, 000, $136,564, 000,
$9, 928, 000, $ (37, 066, 000) and $28, 450, 000 for the years ended December 31,
2005, 2004, 2003, 2002 and 2001, respectively.

(c) During 2005, the Campanyss revised projections of future taxable income
enabled it to conclude that it is more likely than not that it will have
future taxable income sufficient to realize a portion of the Company's net
deferred tax asset; accordingly, $171357100,000 of the deferred tax,
valuation allowance was reversed as a credit to income tax expense. As a
result of the favorable resolution of various state and federal income tax
contingencies, the income tax provision reflects a benefit of approximately
$27, 300, 000 for 2004, $24, 400, 000 for 2003, $120, 000, 000 for 2002 and
$36, 200, 000 for 2001.

Item 7. Management's Discussion and Analysis of Financial Condition and Results
of Operations.

The purpose of this section is to discuss and analyze the Company's
consolidated financial condition, liquidity and capital resources and results of
operations. This analysis should be read in conjunction with the consolidated
financial statements and related notes which appear elsewhere in this Report.
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Liquidity and Capital Resources

Pazent Company Liquidity

Laucadia National Corporation (the "Parent" ) is a holding company whose
assets principally consist of the stock of its direct subsidiaries, cash and
cash equivalents and other nan-controlling investments in debt and equity
securities. The Parent continuously evaluates the retention and disposition of
its existing ayerations and investments and investigates possible acquisitions
of new businesses in order to maximize shareholder value. Accordingly, while the
parent does not have any material arrangement, commitment or understanding with
resyect thereto (except as disclosed in this Repozt), further acquisitions,
divestitureS, investments and changes in capital struCture are pOSSible. Zts
principal sources of funds are its available cash resources, liquid investments,
bank bozrowings, public and private capital market transactions, repayment of
subsidiary advances, funds distributed from its subsidiaries as tax sharing
payments, management and other fees, and borrovings and dividends fram its
subsidiaries.

As of December 31, 2005, ths Parent's readily available cash, cash
equivalents and marketable securities. excluding amounts held by subsidiaries
that are parties ta agreements which restrict the payment of dividends, totaled
$2, 370, 500, 000. This amaunt is comprised of cash and short-term hands and notes
of the. United States Government and its agencies of $1,198,700, 000 (50.6%), U.8.
Government-Sponsored Snterprises of $261,300, 000 (11.0%), the equity investmcnt
in Level 3 of $330,100,000 (13,9%), and other publicly traded debt and equity
securities aggregating $580, 400, 000 (24.5%) . This amount doss aat include mxmsan
shares the Company owns in Znmet, which are subject to resale restrictions as
discussed below. Pursuant to a registration rights agreement entered into with
Level 3, Level 3 has filed a registratian statement cavering the level 3 shares
and is required to keep ths registration statement effective far the shorter of
tva years (or a longer period as set forth in the agreement), or until the
distribution of the shares is campleted. The Level 3 camsan stack is subject to
a transfer restriction that limits the number of shares the Comyany can sell
(with certain exceptions) on any given day until May 22, 2006g thereafter theze
is na restriction. The investment incame realised from the Parent's readily
available cash, caSh equivalenta and marketable SeCurities is used tO meet the
Parent company's short-tezm recurring cash requirements, which are principally
the payment of interest on its debt and corporate overhead expenses.

The Parent's only long-term cash requirement is to make principal
payments an its lang-term debt ($944.900, 000 outstanding as of December 31,
2005), of which $21, 700, 000 is due in 2006, $475, 000, 000 is due in 2013,
$350, 000, 000 is due in 2014 snd $98.200, 000 i,e due in 2027 Historically, the
Parent has used its available liquidity to make acquisitions of new businesses
and other investments, but the timing of any future investments and the cast caa
not be predicted. Should tbe Company require additional liquidity for an
investment az any othez purpose, the Parent also has an unsecured bank credit
facility of $110,000, 000 that matuzes in 2007 and bears interest based on the
Buzocurrency Rats or the prime rate, No amounts are currently outstanding under
the bank credit facility. Zn addition, based on discussions with commercial and
investment bankers, the Company believes that it has the ability to raise
additional funds under acceptable conditians foz use in its existing businesses
or for apyzoyziate investment opportunities The Parent's senior debt
obligations are rated two levels below investment grade hy Woody's Investors
Services and Standard 6 Poor's, and one level below investment grade by Pitch
Ratings. Ratings issued by bond rating agencies are subject to change at any
time.

Zn December 2005, the COmyany Sold WilTel tO Level 3 fOr aggregate cash
consideration of $460, 300, 000 (net of estimated working capital adjustments),
and 115,000, 000 newly issued shares of Level 3 common stock, In connectioa with
the sale, the Company retained certain assets and liabilities of WilTel that
vere not purchased by Level 3, The retained assets include (i) WilTel's
headquarters building located in Tulsa, Oklahoma, (ii) cash snd cash equivalents
in excess of $z00, 000, 000, (iii) corporate aircraft and related capital lease
obligations, and (iv) marketable securities. In addition, the Company retained
all of WilTel's right to receive certain cash payments from SBC totaling
$236, 000, 000, of which $37, 500, 000 was received prior to closing, and the
balance is due to be received during 2006. Pzioz to the closing, wilTel repaid
its long-tenn debt obligations using its funds, together vith $220, 000, 000 of
funds advanced by the Company. The retained liabilities also include WilTel's
defined benefit pension plan and supplemental retirement plan obligation and
certain other emyloyee related liabilities. The Company has reclassified
WilTel's balance sheet amounts in prior years to assets and liabilities af
discontinued operations.
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In the aggregate, the Company received value of $833,500, 000 from the
sale of WilTel, including the consideration paid by Level 3 and the net book
value of the retained assets snd liabilities, but zeduced by the funds advanced
to WilTel in 2005. Zn addition, the agreement with Ievel 3 requires that all
parties make the appropriate filings to treat ths yuzchase of wilTel as a
purchase af assets for federal, state and local income and franchise tax
purposes. As a result, WilTel's WOIs, as well as any tax losses generated by the
sale, renmined with the Company. Por more infozmation about the Company's WOLs
and tax attributes, see Nate 16 of Nates ta Cansalidated Pinsncial Statements

In June 2005, the Company's 8 I/4% Senior Subordinated Bates, which had
an autstanding principal amount of $19,100, 000, matured. The Company repaid
these notes and the related acczusd interest with available cash resources,

In Pehruazy 2005, the plastics manufactuzing segment acquired the assets
of BSW fcr approximately $26, 600, 000, including working capital adjustmentn. Zn
April 2005, ths Company acquired ATX upon the effectiveness of its bankruptcy
plan for ayproximately $56,300, 000, including exyenses, of which $25, 300, 000 was
spent in 2005 and the balance was spent during 2003 and 2004. In Nay 2005, the
Campsny acquired Idaho Timber foz total cash consideration of $133,600, 000,
inc1uding working capital adjustments snd expenses. The plastics manufacturing
segment also acquired certain assets of a competitor in october 2005 far
approximately $4, 300,000, Bach of these acquisitions is reflected in the
Company's consolidated financial statements from the date of acquisition, In the
aggregate, the purchase yrice allocation for these acquisitions resulted in the
recagnition of amortizable intangible assets af $78, 400, 000 and goodwill of
$14, 000, 000, which is not subject to amortization. por mors information
cancerning these acquisitians, see Notes 3 and 8 of gates to consolidated
Pinancial Statements The funds for these acquisitions were provided from the
Campany's available cash resources.

Zn May 2005, the Company sold its 716-raom Waikiki Beach hotel and
related assets for an aggregate purchase price of $107, 000, 000 (before closing
costs and other required payments), After satisfaction of mortgage indebtedness
on the hotel af $22, 100,000 at closing, the Company received net cash proceeds
of appzaximately $73, 000, 000.

Vnion square, twa entities in which the Company had nan-controlling
equity interests, sold their respective interests in an office complex located
on Capitol Hill in Washington, D. C. in May 2005. Including repayment of its
mortgage loans at closing, the Company's share of the net proceeds was
$73,200, 000.

In August 2005, the Comyany cansunnnated the merger with NK, its then
72.1% awned subsidiary, whereby the Comyany acquired the remaining outstanding
MX common shares. The aaquisition cost consisted of appz'oximately 216, 000 of the
Campany's common shares (valued at $8, 300.000), and estimated cash amounts
($4, 500, 000 has been accrued) that will be paid to former MK stockholders who
perfected appraisal rights.

Immediately fallowing the merger, the Camyany sold to Inmet, a
Canadian-based globa1 mining company, a 70% interest in CLC, a Spanish company
that holds the exploration and mineral rights to the Las Cruces copper deposit
in the pyrite Belt of Spain, Inmet acquired the interest in CLC in exchange for
5,600, 000 newly issued Inmet common shares, representing approximately 11,78 of
the outstanding Inmet cancan shares immediately follawing completion of thn
transaction.

cLc has entered into an agreement with third party landers for project
financing consisting of a ten year senior secured credit facility of uy to
$240, 000,000 nnd a senior secured bridge credit facility of up ta
(euza)69, 000, 000 ta finance subsidies and value-added tax. The Casyany and Inmet

have guaranteed 30% and 708, respectively, of the obligatians outstanding under
bath facilities until campletian of the project as defined under the pzaject
financing. At December 31, 2005, no amounts were outstanding under the
facilities. The Company and Inmet have «lso cannnitted to provide financing to
CLC which is estimated to be $159,000, 000, of which the Company's share will be
30% ($14,300, 000 af which has been loaned as af December 31, 2005).

The Znmet shares have the benefit of a registration tights agreement~
however, the shares may nat be sold until the earlier af August 2009 or the date
on which the Company is no longer ob1igated under the guarantee of CLC's credit
faci1ities. At acquisition, the fair value of the Inmet common stock
($78, 000, 000) vas determined to be approximately 90% af the then current trading
price as a result of these transferability restrictions. The Inmet shares will
be carried at the initially recorded value (unless there is sn other than
temporary impaizment) until ane year prier to the termination af the transfer
restrictions. At Decesher 31, 2005, the market value of the Znmet shares in
appraximately $142, 100,000.
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In the fourth quarter of 2005, Square 711, a 90% owned subsidiary of the
Company, entered into an agzeement to sell its interest in 8 acres of unimproved
land in Washington, D. C, far aggregate cash consideration of $121,900, 000; the
sale closed in Pebruazy 2006. The land was acquired by the Company in September
2003 for cash consideration of $53, 800, 000. After satisfaction of mortgage
indebtedness on the property of $32, 000, 000 and other' closing payiaentsg the
company received net cash proceeds af apyzoximately $75, 7oo, ooo, and expects to
record a pre-tax gain of approximately $48, 900, 000.

The amaunt and avai1ability of the Company's NOLS and other tax
attributes are subject to certain qualifications, limitations and uncertainties.
In order to reduce the yossibi1ity that certain changes in ownership cauld
impose limitations on the use af the NOLs, the Company's certificate of
incorporation contains provisions which generally restrict the ability of a
person or entity from acquiring ownership (including through attribution under
the tax law) of five yezcent or maze of the cassoon share$ and ths ability of
persons or entities now owning five percent or mors of the common shares from
acquiring additional common shares. The restrictions will remain in effect until
the earliest of (a) December 31, 2024, (b) the repeal of section 382 of the
Internal Revenue Code (or any comparable successar pravisian) or (c) the
beginning of a taxable year of the Company to which certain tax benefits may no
longer be carried 1'ozwazd.

As of Pebruary 23. 2006, the Company is authorised ta repurchase
3, 729, 477 common shares, Such purchases may be made fzom time to time in the
open market, thzaugh block trades ar otherwise. Depending on market conditions
and other factors, such purchases may bs commenced oz suspended at any time
withaut pzior notice. Rxcept in connection with employees using comman shares to
pay the exercise price of employee stock options, the Company has not
repurchased any common shares during the three year period ended December 31,
2005.

Consolidated Liquidity

In 2005, net cash was provided by operating activities as a result of the
collectian of a receivable zelated to a fozmer partnership interest,
distributions from associated compaaiss and a deczease in the Company's
investment in the trading poztfolia. Zn 2004, net cash was provided by operating
activities, yzincipally as a result of distributions from associated campanies,
the pze-funding by SBC af certain of WilTel's capital expenditures, the refund
of excess federal income tax payments and an increase in accounts payable due to
the timing of payments. Ia aoo3, net cash was used for opezating activities,
pzincipally due to corporate overhead expenses, reduced investment income, an
increase in the investment in the trading poztfolio and a $10, 000, 000
contribution to the Company's defined benefit yensian plan.

symphony has a $50, 000, 000 zevolving credit facility, of which
$27, 100,000 and $37, 700. 000 was outstanding at DeCember 31, 2005 and 2004,
respectively. This financing, which is secured by all of Symphony's assets (with
an aggregate book value of $55, 500, 000) but otherwise is non-recourse to the
Company, matures in 2006 and bears interest based on IIROR plus 3%. At December
31, 2005, the interest rate an this facility was 7.398.

Debt due within one year includes $92.100,000 and $21, 000, 000 as of
December 31, 2005 and December 31, 2004, respectively, relating to repurchase
agreements of one of the Campany's subsidiaries. These fixed rate repurchase
agreements have a weighted average interest rate of ayyzaximately 3.95%, mature
at various dates thraugh Ayril 2006 and are secured by investments with a
carrying value of $95, 100,000.

During 2001, a subsidiary of the Company borrowed $53, 100,000 secured by
Certain of its corporate airCraft, Of which $43, 400, 000 is currently
outstanding. capital leases of another subsidiary aggregating $9,9oo, ooo consist
of a sale-leaseback transaction related to other corporate aircraft. The Parent
company has guaranteed these financings.

The Company's debt instruments require maintenance of minimum Tangible
Net Worth, limit distributions to shareholders and limit Indebtedness and Punded
Debt (as such terms are defined in the agreements) . Zn addition, the debt
instzuments contain limitations an investments, liens, contingent obligations
and certain other matters. The Company is in compliaace with all of' these
restrictions, and the Company has the ability ta incur additional indebtedness
or make distributians to its shareholders and still remain in campliance with
these restrictions. Certain of the debt instrusmats of subsidiaries of the
Company also contain restrictions which require the maintenance of financial
covenants, impose restrictions oa the ability of such subsidiaries to yay
dividends to the Company and/or provide collateral to the lender. Principally as
a result of such restrictions, the assets of subsidiaries which are subject to
limitatiaas on transfer of funds to the company were approximately $289, 700, 000
at December 31, 2005. Paz more information, see Nate 12 of Notes to Coasolidated
Pinancial Statements.
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As shown below, at December 31, . 2005, the Company's contractual cash
obligations totaled $1, 836, 612, 000.

Payments Due by Period tin thousands)

Contractua1 Cash Obligations Total
Mss than 1

Year 1-3 Years 4-5 Years After 5 Years

Iong-term debt
Estimated interest expense on lang-term

debt
Estimated payments related ta derivative

financial instruments
Planned funding of pension and past-

retirement ohligations
Operating leases, net of sublease

incame
Asset purchase obligations
Operations and maintenance obligations

$ 1,162, 382

577, 088

23, 670

33 I 014

38, 216
1,361

881

$175,664

65, 445

5, 540

29, 494

8, 274
783
881

$17,639

120,548

10,288

853

13,218
578

118,982

7,158

845

8, 862

272, 113

684

1,822

7, 862

$6 ~ 106 $962 ~ 973

Total Contractual Cash Ohligatians $ 1,836, 612,
SSSSSSSSSSSS

$286, 081
SSSSS

$163,124
RSSSSRSSS

$ 141,953
R SSSRRSR

$ 1,245, 454
SSSSS SSSS

The estimated interest expense on long-term debt includes estimated
interest related to variable rate debt which the Company determined using rates
in effect at December 31, 2005. Estimated payments related to a currency swap
agreement are based on the currency rate in effect at December 31, 2005. Except
for expected funding of $29, 100,000 in 2006, the Company's consolidated pension
liability is excluded from the table because the timing of cash payments is
uncertain.

At December 31, 2005, the Company had recorded a liability of
$102, 800, 000 on its consolidated balance sheet for its unfunded defined benefit
pension plan obligations, This amount represents the difference between the
present value of amounts owed to current and former employees (referred to as
the projected benefit obligation), and the market value of plan assets set aside
in segregated trust accounts. Since the benefits in these plans have been
fxozen, future changes to the benefit obligation are expected to principally
result from benefit payments, differences between actuarial assumptions and
actual experience and interest costs.

In recent years, the Company's determination to make contributions to the
pension trust accounts in excess of minimum required amounts was influenced by
the tax deductibility of the contribution, a consideration that is no longer
important because of the Company's NOLs. The Company is currently analyzing the
administrative and insurance costs associated with these plans and will make
substantial contr'ibutions to the segregated trust accounts to reduce its plan
liabilities, The timing and amount of additional contributions are uncertain;
however, the Company believes it will make substantial additional contributions
over the next few years to reduce, hut not to entirely eliminate, its defined
pension benefit plan liability.

The Company maintained defined benefit pension plans covering certain
operating units prior to 1999, and WilTel also maintained defined pension
benefit plans that were not transferred in connection with the sale of WilTel.
As of December 31, 2005, certain amounts for these plans are reflected
separately in the table below (dollars in thousands);
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The Cospany's
Plans

SilTal ' s
Plans

Projected banatit ohlisation
Fended states - balance sheet liability at Decsaher 31. 2008
Deferred losses included in other cosprahansivs incose
Discount rate used to detersion the projected hsoetit oh1ipstion

888 i 123
14,647
21, 828
4.874

8186e084
88, 149
40.739
5.408

Calculations of pension expense and projected benefit obligations are
prepared by actuaries based on assumptions provided by management. . These.
assumptions are reviewed on an annual basis, including assumptions about
discount rates. interest credit rates and expected long-term rates of return on
plan assets. For the Company's plans, a discount rate was selected to result in
an estimated projected benefit obligation on a plan termination basis, using
current rates for annuity settlements and lump sum payments weighted for the
assumed elections of participants. For the WilTel plans, the timing of expected
future benefit payments was used in conjunction with the citigrcup pension
Discount Curve to develop a discount zate that is representative of the high
quality cczporate bond market, adjusted for current rates which might be
available for annuity settlements.

These discount rates will be used to determine pension expense in 2006.
Holding all other assumptions constant, a 0.25% change in these discount rates
would affect pension expense by $2, 000, 000 and the benefit obligation by
$10,000, 000.

The deferzed losses in other comprehensive income pz'imarily result from
changes in actuarial assumptions, including changes in discount rates, changes
in interest credit rates and differences between the actual and assumed return
on plan assets. Deferred losses are amortized to expense if they exceed 10% of
the greater of the projected benefit obligation or the market value of plan
assets as of the beginning of the year; such amount aggregated $36, 700, 000 at
December 31, 2005 for all plans A portion of these excess deferred losses will
be amortized to expense during 2006, based on an amortization period of twelve
years

The assumed long-term rates of return on plan assets are based on the
investment objectives of the specific plan. which are more fully discussed in
Note 17 of Notes to Consolidated Financial Statements. Differences between the
actual and expected rates of return on plan assets have not been material.

Off-Balance Sheet Arrangements

At December 31, 2005, the Company's off-balance sheet arrangements
consist of guarantees and letters of czedit aggregating $85, 100,000. pursuant to
an agreement that Waa entered intc before the Campany acid CDS HOlding
Corporation (sCDSs) to HomeFsd in 2002, the Company agreed to provide project
improvement bonds for the San Hlijo Hills pzoject. These bonds, which are for
the benefit of the City of San Marcos, Cali. foznia and other government agencies,
are required prior to the commencement of any development at the project. CDS is
responsible for paying all third party fees related to obtaining the bonds.
Should the City or others draw on the bonds for any reason, CDS and one of its
subsidiaries would be obli. gated to reimburse the Company foz the amount drawn.
At December 31, 2005, the amount of outatanding bonds was $29, 500, 000, $800, 000
of which exPires in 2006, $21, 300, 000 in 2007 and the remainder in 2009.
Subsidiaries of the Company have outstanding letters of credit aggregating
$23, 600, 000 at December 31, 2005, principally to secure various obligations.
Substantially all of these letters of credit expire before 2009. The Company's
remaining guarantee at Decembez 31, 2005 is a $32, 000, 000 indemnification given
to a lender to a certain real estate property. The property was sold in early
2006 and the Company was 1'eleased from its indemnification obligation.

As discussed above, the Company has also guaranteed certain amounts under
CLC's credit facilities; howevez, no amounts were borrowed by CIC at December
31, 2005.
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Critical Accounting Estimates

The Company's discussion and analysis of its financial condition snd
results of operations are based upon its consolidated financial statements,
which have been prepared in accordance with GAAP The piepazation of these
financial statements requires the Company to make estimates and assumptions that
affect the reported amounts in the financial statements and disclosures of
contingent assets and liabilities. On an on-going basis, the Company evaluates
all of these estimates and assumptions. The following azeas have been identified
as critical aacounting estimates because they have the potential to have a
material impact on the Company's financial statements, and because they aze
based on assumptions which are used in the accounting records ta zeflect, at a
specific point in time, events whose ultimate outcome won't he known until a
later date. Actual results could differ from these estimates.

Income Taxes - The Company records a valuation allowance to reduce its
deferred tax asset to the amount that is mare likely than not ta be realized. lf
the Company were to detezmine that it would he able to realize its deferred tax
asset in the future in excess of its net zecorded amaunt, an adjustment would
increase income in such period. Similarly, if the Company were to detezmine thatit would not he able to realize all or part of its deferred tsx asset in the
future, an adjustment would be chazged to income in such period. The
determination of the amount of the valuation allowance required is based, in
significant part, upon the Company's projection of future taxable income at any
point in time. The Company also records reserves for contingent tax liabilities
based on the Company's assessment of the probability of successfully sustaining
its tax filing positions.

During 2005, as a result of. the consummation of certain transactions and
ongoing opezating profits. the Company prepared updated projections of future
taxable income. The Company's revised pzoj ections of future taxable income
enabled it to conclude that it is more likely than not that it will have future
taxable income sufficient to realise a portion of the Company's net deferred tax
asset; accordingly, $1,135,100,000 of the deferred tax valuation allowance was
reversed as a credit to income tax expense.

The Company's conclusion that a paztion of the deferred tax asset was
more likely than not ta be realizable was strongly influenced by its historical
ability to generate significant amounts of taxable income. The Company's
estimate of future taxable income considered all available evidence, both
positive and negative, about its current operations snd investments, included an
aggregation of individual projections for each matezial operation and
investment, and included all future years that the Company estimated it would
have available NOLs. Over the pzojection period, the Company assumed that its
readily available cash, cash equivalents and marketable securities would provide
returns generally equivalent to the zeturns expected to be provided by the
Company's existing operations and investments, except for certain amounts
assumed to be invested on a short-term basis to meet the Company's liquidity
needs The Company believes that its estimate of future taxable income is
reasonable but inhezently uncertain, and if its current or future operations and
investments genezate taxable income gzeater than the projected amounts, further
adjustments to reduce the valuation allowance are possible. Convezsely, if the
Company realizes unfozeseen matezial losses in the future, or its ability to
generate futuze taxable income necessary to realize a portion of the deferred
tax asset is materially reduced, additions to the valuation allowance cauld be
recorded. At December 31, 2005, the balance of the deferred valuation allowance
wss $804, 800, 000.

The Company is required to record the adjustment to the deferred tax
asset valuation allowance under GAAP. While the adjustment significantly
increases the Company's net worth, there is no current cash benefit to the
Company. The adjustment will also result in the recording of material federal
income tax expense in the future, even though na material cash expenditure for
federal income taxes is expected. purther, while the adjustment results fram the
projection of taxable income over a lang period of time, under GAAp the expected
future tax savings are not discounted As a result, this adjustment increases
the Company's net worth attributable to tax savings before the Company has
generated the taxable income necessary to realize those tax savings; when the
tax savings aze actually realized over time, net worth will be reduced by the
recording of a defezzed tax provision. Reflecting tax savings before the tax is
actually saved results in the Company's balance sheet being less conservative
than the Company would want it to he. Howevez, this accounting policy is
mandated by GAAP.



Imyaizmeat of Long-Lived Assets - In acsozdance with Pinancial Accounting
standards No. 144, 'Accounting for the Impairment or Disposal ot Long-Lived
Assets' ("SPAS 144"). tha Cumpany evsluates its long-li'ved assets for impairment
whenswer eveutz OZ Changes ia circumstanoee inrlioate, in msnagmrent's judgsmnt,
that the csrzying value of such assets may not be recoverable. Shan tasting foz
impairment, the Company grouys its long-lived assets with other assets and
liabilities at the lowest level for which identifiable cash flows aze largely
indspeadent of tha cash flows of other asseta and liabilities (oz asset group).
The datezmination of whether an asset group is recoverable is based on
management's estimate of uudiscounted future sash tlows directly attributable to
tha asset group as compared to its carrying value. If the tarrying amulet ot the
asset group is greater than the undiscounted cash flaws, aa impaizaant loss
would be recognized foz the amount by which tbs carrying amount of the asset
group exceeds its estimated fair value,

As discussed abave, NilTel's former headcpucrters building, including the
sd]scant parking garage, vas not include4 in the sale to Level 3 and has been
retsine4 by the company. The ccrrrpeuy concluded that the change in ths wanner in
which the asset wus being used, from a headcpcartars facility ot an opezating
subsidiary to a property hald toz investment, was a change in circusmtances
vhich indicated that tbe carrying amount of the facility might not be
rseovazshle. On the closing date of tha sale to Level 3, the cerryiag amount ot
the tacility was 696,300, 000) based on the assusqrtions discussed below the
Company concluded that the cazzying amount vas not recoverable, and an
impaizmsnc: loss of 642,400.000 was zecoz'ded reduciag the gain on disposal ot
discontinued operations. At December 31, 2005, tha new cost basis and cazrying
amount of the facility is 654, 100.000,

The facility is a fifteen StOry, 740, 000 square foot office hui14ing
located in dcwntcwn Tulsa, Oklahcmm for which construction wae Substantially
cospletsd in 2001, with a total of approximately 640, 000 rentahle square feet.
~mately 260, 000 square feet of'the rentable space is leased tO Level 3
uadez short-term leases that exyiza at ths end ot 2001, subject to Level 3
renewal oytions. Level 3 also has C:he right tc vacate approximately 44.000
square feat aVety SiX menthe Ccameuoing July I, 2006. ApprOXimataly 23,500
square teat aze leased to saother reseat also under a short-terna lease ttsct is
subject to renewal options. The building is considszed to ba class A office
syace, and the Company believes that ths best value tor the building would bs
obtained hy selliug tha lscildiog to an owner/occupant. The facili. ty is heing
marketed fOr Sale at a grcaa selling price of SS0,000, 000, inCluding furniture,
fixtures and equipment

The Company utilized a 4iscounted cash f lear technique to determine the
tait value ot the tacility. Zn order to estimate the amount vhich could
ultimately be realized upas nha sale of the tacility, the Company had a market
aaalysis prepared of salas and leasing activity for the dowatown Tulsa market. .
The analysis identified the zaage of historical aa111ng yzices for yzopartias of
cxmgmrahle quality. iacluding the age, size end occupancy zates of tha
properties sold, pnpsrties currently available for sale or lease, cuzzant
market occupancy tates aud zecent leasing rates, Since the tacility is heing
marketed to an owner/occupant. the cash tlorr estimates reflect that it msy take
frma two to five years before a buyer is identified aud tbs facility csn be
sold, The cash liow eetivmtee assume that Level 3 will only tultill its minimum
rental commitmentr ths Company did not aesusm that sysce which is currently
vacant vill be leased, which resulrs in naqativa operating cash flow prior to
aele, Tba Company's cash flee estimates reflect a range of possible outcomes
since the timing of the sale sad the ultimata price that the Ccepany will
realize for the facility is uncertain.

The Company does aot believe that there is any sst ot reasouable
assumptions it could have made resulting in a coaclusion that the fasility vss
not impaired. !lowewr. since the amount oi the impaizsmst recorded is greatly
irvpactsd hy the estimated rsege of welling prices snd the timing of the sale.
the actual gain or loss recognized upon ultimata disposition ot the facility is
uacertsia. If the market for this type of property declines in ths future or the
Company lowers its estimate of the future cash florrs for other raasoes, further
reductioas ro the carzying mrount Of the taCility could he required

Impairment ot Securities - Investments wizh sn impairment ia value
considered to be other than teapczary aze writtea down to estivmtad fa1r value.
Tba writedowns ars included 1n net securities gsias in tha cOnsOlidated
statements of opezations. The Company avaluatee ita 1nvestzmnts foz impairment
an a quarterly basis.

Ths Company's detezmiaation of whether a security is other than
tmrporarily impaired incorporates both quaatitative and qualitative intozmationr
oaap requires the exercise of judgment in asking this assessment, rather then
the applicarion of fimd mathaesticsl criteria, The Company considszs s number
ot factors including, but not limited to. ths lsegth of ties aud the extenr. to
which the tair value has bees less than cost, tha financial condition and near
tszm prosyects of ths issuer, the reason toz the dsclise in fair value, changes
in fair value subsequent to the balance sheet date. aczl other factors specific
to the individual invaatsant. The Company's assassmant involves a high degree of
judgment and accozdiagly, actual results may ditter materially froa the
Ccmgrsnyre estimates and judgments. Ths Company recorded impaizvmnt charges toz
securities of 612,200, 000, 64, 600, 000 and 56,500, 000 for ths years ended
December 31, 2005, 2004 aod 2003, resyectivaly.
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Rusiness Combinations — At acquisition, the Company allocates the cost of
a business acquisition to the specific tangible and intangible assete acquired
and liabilities assumed based upon their relative fair values Significant
judgments and estimates sze often made to determine these allocated values, and
may include the uee of independent appraisals, consider market quotes for
similar transactions, employ discounted cash flow techniques or consider other
information the Company believes relevant. The finalization of the purchase
price allocation will typically take a number of months to complete, and if
final values are materially different from initially recorded amounts
adjustments are recorded. Any excess of the cost of a business acquisition over
the fair values of the net aseets and liabilities acquired is recorded as
goodwill which is not amortized to expense. Recorded goodwill of a reporting
unit is zsquired to be tested for impairment on an annual basis, and between
annual testing dates if events or circumstances change that would more likely
than not reduce the fair value of a reporting unit below its net book value.

Subsequent to the finalization of the purchase price allocation, any
adjustments to the recorded values of acquired assets and liabilities would be
reflected in the Company's consolidated statement of operations Once final, the
Company is not permitted to revise the allocation of the original purchase
price, even if subsequent events or circumstances prove the Company's original
judgments and estimates to be incorrect. In addition, long-lived assets like
property and equipment, amortizable intangibles and goodwill may be deemed to be
impaired in the future resulting in the recognition of an impairment loss;
however, under GAAP the methods, assumptions and results of an impairment review
are not the same for all long-lived assets. The assumptions and judgments made
by the Company when recording business combinations will have an impact on
reported results of operations for many years into the future.

Purchase price allocations for all of the Company'e recent acquisitions
have been finalized Adjustments to the initial puzchaee price allocations were
not material.

Accruale foz' Access Costs - ATX's access costs primarily include variable
charges paid to vendors to originate and/or terminate switched voice traffic,
which are based on actual usage at negotiated or regulated contract rates. At
the end of each reporting period, ATX's estimated accrual foz incurred but not
yet billed costs is based on internal usage reports. The accrual is subsequently
reconciled to actual invoices as they are received, which is a process that can
take several months to complete. This process includes an invoice validation
procedure that normally identifies errors and inaccuracies in rate and/oz volume
components of the invoices resulting in numerous invoice disputes. It is ATX's
policy to adjust the accrual foz the probable amount it believes will ultimately
be paid on disputed invoices, a deteznu. nation which requires significant
estimation and judgment. Due to the number of different negotiated and regulated
rates, constantly changing traffic patterns, uncertainty in the ultimate
resolution of disputes, the period of time required to complete the
reconciliation and delays in invoicing by access vendors, these estimates may
change

Contingencies - The Company accrues for contingent losses when the
contingent loss is probable and the amount of. loss can be reasonably estimated.
Estimates of the likelihood that a loss will be incurred and of contingent loss
amounts normally require significant judgment by management, can be highly
subjective and are subject to material change with the passage of time as more
information becomes available As of December 31, 2005, the Company's accrual
for contingent losses was not material.

Results of Operations

Manufacturing - Idaho Timber

Revenues and other income for Idaho Timber from the date of acquisition
(May 2005) through December 31, 2005 were $239, 000, 000; gzoss profit was
$22, 000, 000, salaries and incentive compensation expenses were $6, 300, 000,
depreciation and amortization expenses were $4, 200, 000, snd pre-tax income was
$8, 200, 000. Idaho Timber's revenues reflect an oversupply in its dimension
lumber and home center board markets, r'esulting partially from increased foreign
imports and an easing of transportation bottlenecks that existed in the past,
The increased supply to the U.S. market hae resulted in lower selling prices;
howevez, Idaho Timber's shipment volume of 500 million board feet remained level
with the comparable pze-acquisition period in the prior year, The steady demand
was due in part to continued strong housing and home improvement markets during
2005
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Selling Pz'ices declined during 2005; however, reductions in raw material
costs, the largest component of cost of sales (approximately 85% of cost of
sales), generally lagged behind the reduction in selling prices The difference
between Idaho Timber's selling price and raw material cost pex' thousand board
feet, (spread) is closely monitored, and the rate of change in pri. cing and cost
i.s typically not the same. During 2005, spread compressed from the vexy high
level achieved in the prior year, negatively impacting gross profits and pre-tax
results. With the current oversupply in the market, Idaho Timber intends to
focus on developing new higher margin products, diversifying its supply chain,
improving cast control and solidifying customer relationships, in aa effort to
maximize gx'ose margins and pre-tax i'esults.

Manufacturing - Plastics

pre-tax income fox the plastics manufacturing segment was $14,200, 000,
$7, 900, 000 and $4, 400, 000 for the yeax's ended December 31, 2005, 2004 and 2003,
respectively. Its revenues were $93,300, 000, $64, 100,000 and $53, 300, 000, and
gross profits were $28, 900, 000, $19,000, 000 and $14,300, 000 for the years ended
December 31, 2005, 2004 and 2003, respectively. Revenues increased by 46% in
2005, 20% in 2004 and 5% in 2003, each as compared to the prior year.

The increase in revenues in 2005 reflects NSW's revenues since
acquisition of $17,500, 000, and increases in most of the segment's mazkets.
Sales increases result fxom a variety of factors including the strong housing
market, new products developed late in 2004, and the impact of price increases
implemented during the second half of 2004 and in the fizst and fouxth quarters
of 2005.

Raw material costs increased by approximately 19% in 2005 as compared
to the same period in 2004; however, the segment was able to increase selling
prices in most markets, which along with increased sales and production volumes
resulted in greater gross margins than in 2004. The primazy x'aw material in the
division's products is a polypropylene resin, which is a byproduct of the oil
refining pzocess, whose pzice tends to increase and decrease with the price of
oil. There is relatively little direct labor or othex raw material costs in the
division's products. In addition to managing resin purchases, the division also
has initiatives ta reduce and/az reuse scrap thereby increasing raw material
utilization. Gross margins also reflect $1,300, 000 of greater amortization
expense on intangible assets x'esulting from acquisitions.

Pre-tax results for 2005 include higher salaries, incentive compensation
expense and sales cammissions primarily related to'NSW. During 2005, the
division realized cost efficiencies resulting from its acquisition of NSW,
principally in administration and overhead expense and zaw material purchasing.
In the futuze, the division will look to make other strategic acquisitions of
smaller entities that serve the same markets as NSW, pximazily those that supply
package netting and filtzatian products. Pre-tex results for 2005 also reflect a
charge of $200, 000 resulting from the sale of certain asseta related to a former
product line of NSW.

Manufacturing revenues in 2004 increased in substantially all of the
division's markets. The Company believes that these increases result from a
variety of factors including an improved economy, new product development and
the acquisition in the fiz'st quarter of 2004 of customer receivables and
inventory af a competitor that was exi.ting certain markets. &though raw
material costs increased significantly in 2004, this wae more than offset by
increased selling prices, sales and production volumes in most markets,
resulting in increased gross profit and gross profit margins as campazed to
2003. Pre-tax results foz 2004 also reflect greater salaries expense, due to
higher bonuses attributable to the division's improved performance, and include
a gain of $300, 000 resulting from the sale of certain assets related to a former
product line.

Healthcare Services

Pre-tax income (loss) of the healthcare services segment wae $3, 300, 000
and $5, 100, 000 for the years ended December 31, 2005 and 2004, respectively, and
$(2, 300, 000) for the four month period from acquisition through December 31,
2003. For the 2005, 2004 and 2003 periads, healthcare services revenues were
$239, 000, 000, $257, 300, 000 and $71,000, 000, respectively, and cost of sales,
which primarily consist of salaries and employee benefits, were $203, 100,000,
$216,300, 000 and $61,300, 000, respectively. For the 2005, 2004 and 2003 periods,
pre-tax results reflect aggregate interest, depreciation and amortization
expenses of $4, 000, 000, $2, 800, 000 and $700, 000, respectively
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As described above, regulatory changes that want into effect on January
1, 2006 concerning Medicare reimbursement for therapy services are likely to
have some negative impact on Symphony's future revenues and profitability,
particularly in 2006 The Medicare part A prospective payment system wan changed
to add new categories of services which effectively shifted the allocation of
reimbursable services away from the services that Symphany provides. Tc the
extent that symphony's customer contracts are linked ta these categozies of
services, revenues and gross margins will decline unless Symphony is successful
in renegotiating its customer contracts to address this regulatory change.
Although Symphony has successfully renegotiated many af its contracts with
respect ta this matter, Part A revenues for certain customers could decline
With respect to Nedicare Part B therapy services, most of these services became
subject to an annual limitation yer beneficiazy of $1,740 for physical therapy
and nyssch-language yatholagy and $1,740 for ocaupatiana1 therapy services,
subject to an exception process developed by CNS for services deemed medically
appropriate, The CNS exception process is retroactive to January 1, 2006, and is
to be fully implemented no later than Narch 13, 2006. Under the guidance CNS
published. the majority of Symphony's patients will qualify foz an automatic
exception to the therapy cay limits. Those who da nat qualify foz the automatic
exception ars still eligible to obtain a manual exceytion, subject to cNS
approval, While ths'exception process was under develoyment, it created
uncertainty among Symphony's staff and custamers which limited ~bony'4
services tc Part B patients. Symphony is currently training operating and
clinical staff ou the new exception process, sa that services can be provided
when medically necessary, and expects that once training is complete revenues
for Medicare Part B therapy services will incr'sass. However, Symphony does not
eXyeCt that reVenuem fOr Part B NediCare therapy SerViCee will inareaae ta the
level that they would have been absent implementation of the caps.

Beginning in 2004, Sytnphony ysrfozmed an evaluation of its customer base
to identify those customers and markets where Symphony could deliver the highest
level of service and that should be the focus of customer retention efforts, as
well as identifying those customers that should bs terminated. Symyhony is also
seeking to grow its profitable businesses, which includes expanding ita service
offerings to existing cuatcnnezs. The ability of Symphony to grow its business
depends heavily upon its ability ta attract, develop and retain qua1ified
therapists. There is a curn'ent shortage of qualified therapists industzy-wide,
and Symphony has open positions to provide service to new customers, provide
additional service offerings for existing customers and as a result of normal
employee turnover. The tight labor market causes symphony and others in its
industry to, at times, hire independent contractors to perform requized
services, which may increase costs and reduce margins, and can also result in
lost revenue opportunities if skilled independent contractors are nct available
at an acceptable cost

'the decrease in healthcazs revenues in 2005 as compared to 2004
principally resulted from symyhony'n termination of certain undsryerfozming
CuatOmere, Cuatamer attritian and the Sale Of SymphOny'S reapiratary line Of
business in the second quarter of. 2005. During the 2005, 2004 and 2003 periods,
one customer accounted for approximately 14%, 168 and 149, respectively, of
Symyhany's revenues.

Gross margins declined in 2005 as compared tc 2oo4, which reflects the
revenue changes discussed abave, higher hourly wages and benefits paid tc
attract and retain therapists and greater annnunts incurred for independent
cantractors, bath due to a shortage of licensed therapists in the marketp1ace,
partially offset by improved thezapist efficiency and zeducsd field nmnagement
costs. pre-tax results foz 2005 also reflect highez borrawing costs, greater
professional fees for certain outsaurced services and expenditures for hiring,
tzaininq and automation, which Symphany hapes will help offset the increase in
the costs af therapists. and highez depreciation expense. Pre-tsx results also
reflect aggregate 'gains of $800, 000 from the sale of. certain property and the
resyiratary line of business,

sxcluding charges for depreciation, amortization and interest expense,
profits for the fourth quarter of 2005 were approximately $1,900, 000 despite a
16% decline in revenues fram the comparable period in the prior year and
industry-wide labor cost increases. Symphany is beginning to realize the
benefits af its effarts to invest in automation to improve efficiency and reduce
expenses, and to enhance its service offerings and terminate unyrafitable
contracts.

Symphony's margins for 2004 reflect higher hourly wages and benefits paid
to attract and retain its therapists, and increased costs ta hire independent
contractors as a result of hiring needs for both full-time and part-time
professionals, Pre-tax results for 2004 also reflect apyraximate1y $3, 300, 000
fram the collection of receivables in excess of their carrying amauntn, a
decrease in estimated liabilities fcr emylayse health insurance costs and other
third party claims of approximately $1,700, 000, and a gain of $1,000, 000 from
the sale of certain property. In addition, pre-tax results for 2004 reflect
approximately $3, 900, 000 of costs, princiyally severance for Symphony's former
chief executive officer and athern due to reozganining and consolidating certain
field oyerations and closing offices,
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Telecommunications — ATX

ATX has been consolidated by the Company since April 22, 2005, the
effective date of its bankruptcy plan Prom acquisition through December 31,
2005, ATX teleCOnnnuaicationa revenues and other income were $111,400, 000,
telecommunications cost of sales were $69, 600, 000, salaries and incentive
compensation expense was $17,700, 000, depreciation and amortization expenses
were $7, 500, 000, selling, general and other expenses were $18,400, 000 and ATX
had a pre-tax loss from coatinuing operations of $1,900, 000. ATX's cost of sales
in 2005 reflects the migration of portions of its network to lower cost
providers, the favorable resolution of an access cost dispute and a favorable
rate change for unbundled local circuits; however, these cost reductions were
offset by GEE-p and Entrance Facility rate increases from Verizon ATX bad a
pre-tax loss from discontinued operations of $200, 000 in 2005.

As discussed above, ATX's ability to provide quality sezvices at
competitive prices to its customers is significantly dependent upon its ability
to use or purchase various components of an ILEC's network and infrastructure.
However, ATX does own certain equipment and facilities that help mitigate its
reliance upon ILECs and reduce its costs. The enactment of the Telecom Act
enabled ATX to purchase ILEC services at favorable rates; however, certain
subsequent regulatory action has resulted in more flexibility for the ZLBC in
determining what products and services it provides and the rates it can charge.
In certain instanCeS, regulatory aCtiOn iS Sh1fting the determinaticn Of theae
rates from regulatory jurisdiction towards connnercial negotiation between the
parties, generally r'esulting in ILEC price increases. Poz some stand-alone
product lines, in particular local telephone services, ATX does not expect it
will be able to offer a competitive product because its charges from the ILEC
have risen, resulting in a price increase for ATX's customers. ATX has been and
continues to restructure its operations to meet the changing competitive snd
regulatory environment and increased cost of services; however, ATX's future
profitability is uncertain.

Domestic Real Estate

Pre-tax income for the domestic real estate segment was $4, 100,000,
$20, 700, 000 and $18,100,000 for the yeara ended December 31, 2005, 2004 and
2003, respectively Pre-tax results for the domestic real estate segment are
largely dependent upon the perfonnance of the segment's operating properties,
the current status of the Company's real estate development projects and
noa-recurring gains or losses recognized when real estate assets are sold. As a
result, the results of operations for this segment ia the aggregate for any
particular year are not predictable and do not follow any consistent pattern.

In 2005, the Company sold its 716-room Waikiki Reach hotel and related
assets for an aggregate purchase price of $107, 000, 000, before closing costs and
other required payments. The Company recorded a pre-tax gain of $56, 600, 000,
which is reflected in gain on disposal of discontinued operations- Historical
operating results for the hotel have not been material.

In 2004, the Company sold 92 lots of its 95-lot development pxoject in
South Walton County, Florida for aggregate sales proceeds of approximately
$50, 000, 000, recognized pre-tax profits of $15, 800, 000 and deferred recognition
of pre-tax profits of $10,200, 000, During 2005, the Company recognized
$7, 000.000 of the deferred profit related to this project, upon completion of
certain required improvements to the property.

Revenues and pre-tax results for this segment increased in 2004 as
compared to 2003, primarily due to the South Walton County project sale
discussed above, In addition. revenues during 2004 reflect the sale of certain
unimproved land for cash proceeds of $8, 800, 000. which z'esulted in a pre-tax
gain of $7, 600, 000. Revenues during 2004 also reflect decreased gains from
property sales at the Company's other residential and commercial project in the
Florida panhandle as the lots had largely been sold, and less amoztization of
deferred gains from sales of zeal estate in prior years. Pre-tax results for
2004 also reflect due diligence expenses for a real estate development project
that the Company .decided not to develop.

During 2003, the Company recognized $11,100,000 of deferred gains from
sales of real estate in prior years.
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aaakiag aad Lending

As stated previously, the Company's banking and lending operations have
been in run-off, and duz'iag 2005 the Company's banking and lending subsidiazy
filed a formal plan with the Office of the Comptroller of the Currency to
liquidate its operatioas, sold its remaining customer deposits and surrendered
i, ts national bank charter. Ae a result, revenues and expenses included in the
Company's 2005 consolidated statements of operations are not material aad are
not discussed below. Pre-tax results for banking and lending of $1,400, 000,
$22, 000, 000 and $8, 400, 000 for the years ended December 31, 200s, 2004 and 2003,
respectively, have been classified with other operations.

During 2004, the Company sold its subprime automobile and collateralized
consumer loan portfolios representing approximately 97% of its total outstanding
loans (net. of unearned finance charges) and certain loan portfoli. os that had
been substantially wri. tten-off for aggregate pre-tax gains of $16,300, 000, which
is reflected in investment and other income Pinance revenues of $10, OOO, OOO in
2004 and $SS,100, 000 in 2003 reflect thia deCreaSing level of consumer
instalment 1oans. Although finance revenues decreased in 2004 as compared to
2003, pre-tax results increased due to gains from the loan portfolios sales, a
decline in the provision for loan losses of $24, 700, 000, reductions in i,nterest
expense of $6, 000, 000 principally resulting from reduced customer banking
deposits, less interest paid on interest rate swaps and lower salaries expense
and operating costs resulting from the segment's restructuring efforts. . All of
these changes reflected the ongoing reduction in the amount of loan assets under
management, including as a result of the loan portfolios sales.

Pre-tax zeeulte for the banking and lending segment include income of
$3, 100,000 for the year ended December 31, 2003, resulting from mark-to-market
changes on interest rate swaps. The Company had used interest rate swaps to
manage the impact of interest .rate changes on its customer banking deposits; all
of the interest rate swap agreements matured in 2003.

Corporate and Other Operations

Investment and other income increased in 200S as compared to 2004
primarily due to the $10,500, 000 gain on the sale of 70% of the Company'e
interest in CLC to Inmet, greater iavestmeat income of $24, 2oo, ooo reflecting a
larger amount of invested assets and higher interest rates, and increased sales
at the wineries of $5, 000, 000. Available corporate cash is generally invested on
a short-tezm basis until such time as investment opportunities require an
expenditure of funds.

Investment and other income increased in 2004 as compared to 2003
primarily due to the pre-tex gain of $11,300.000 from the sale of two of the
Company's older corpozate aircraft, greater dividend and interest income of
$12, 400, 000 ead miscellaneous other income. Investment and other income for 2003
included $5, 300, 000 of income related to a refuad of fozeign taxes not based on
income.

Net secuzities gains for Cozporate and Other Operations aggregated
$208, 800, 000, $136,100, 000 and $10,600, 000 for the years ended December 31,
2005, 2004 and 2003, respectively. During 2005 and 2004, the company's net
securities gains largely reflect zealized gains Crom the sale of public1y traded
debt and equity securities that had been classified as Corporate available for
sale securities Included in aet securities gains for the 2005 periods is a gain
of $146, 000, 000 from the sale of 375, 000 shares of NMIG common stock. Net
secuziti, es gains for 2005, 2004 and 2003 include pzovisions of $12,200, 000,
$4, 600, 000 and $6, 500, 000, respectively. to write down the Company's investments
in certain available for sale securities and an investment in a non-publi. c
security in 2003. The write down of the securities resulted fzom a decline in
market value determined to be other than temporary.

The Company's decision to sell securities end realize securi, ty gains or
losses is gener'ally based on its evaluation of en individual security's value at
the time and the prospect for changes in its value in the future. The decision
could also be influenced by the status of the Company's tax attributes oz
liquidity needs; however, sales in recent years have not been influenced by
these considerations. Therefore, the timing of realized security gains or losses
is not predictable and does not follow any pattern from year to year.



The increase in interest expense during 2005 as ccmpazsd to 2004
primarily reflects interest expense relating to $100, 000, 000 principal amount of
7% Senior Notes and $350, 000, 000 principal amount of 3 3/4% Conveztib1e Senior
Subordinated Notes issued in April 2004 The increase in interest expense during
2004 as compared to 2003 primarily reflects the issuance of the bonds in 2004,
interest expense relating to $275, 000, 000 aggregate pzi, nci.pal amount of 7%

Senior Notes issued during 2003, and dividends accrued on its trust issued
pzefezred securities, which commencing July 1, 2003 aze classified as interest
expense (shown as minority interest in prior periods) .

Salaries and incentive compensation expense increased by $31,3QQ, QQQ j,n
2005 as compared tc 2004, and by $2, 400, 000 in 2004 as compared to 2003,
pzincipally due to increased bonus expense.

Selling, general and other expenses increased by $14,600, 000 in 2005 as
compared to 2004, primarily due to highez minority interest expense relating to
MK pzioz to its mergez of $4, 200, 000, greater foreign exchange losses of
$2, 700, 000, higher professional fees of $4.400. '000 that principally relate to
due diligence expenses for potential investments and investment management fees,
an impairment loss for the remaining hook value of the investment in 01ympus of
$3,700, 000, greater employee benefit expenses and operating expenses of a
subsidiary engaged in the development of a new medical product.

Selli.ng, geneza1 and other expenses increased by $19,700, 000 in 2004 as
compazed to 2003, primazily due to gzeatez professional and other fees of
$8, 500, 000, which largely relate to due diligence expenses for potentia1
investments, greater professi, onal fees for existing investments and fees
relating to the implementation of the Sarbanes-Oxley Act of 2002, and $3, 600, 000
of expenses related tc the proposed public offering cf MK's equity that did not
go forward due to unfavorable market conditions In addi. tion, the inczsase
reflects greater employee benefit expenses, higher insurance costs and greater
amortization of debt i.ssuance costs related to the 7% Senior Notes and 3 3/4%
Conveztible Notes.

As more fully discussed above, during 2005 the Company~a revised
projections of future taxable income enabled it to conclude that it is more
likely than not that it wiU have future taxab1e income sufficient tc realize a
portion of the Company's net deferred tax asset; accordingly, $1, 135,100, 000 of
the deferred tax valuation allowance was reversed as a credit to income tax
expense.

The income tax provision zeflects the reversal of tax reserves
aggregating $27, 300, 000 and $24.400. 000 for the yeazs ended December 31, 2004
and 2003, zespectively, as a result of the favorable resolution of various state
and federal income tax contingencies. In addition, in 2004 the tax pzovision
reflects a benefi. t to zecord a federal income tax carryback refund of
$3, 900, 000.

Xn 2003, the Company established a valuation allowance that fully
reserved for all of WilTel's net deferred tax assets, reduced by an amount equal
to the Company's curzent and deferred federal income tax liabilities as of the
date of acquisition. The va1uation al1owance was required because, on a pzo
fozma combined basis, the Company was not able to demonstrate that it i.s more
likely than not that it would be able to realize the deferred tax asset.
Subsequent to the acquisition of wilTel, during 2004 and 2003 any benefit
zea1ized from WilTel's deferred tax asset reduced the valuation allowance for
the deferred tax asset; however, that reduction was first applied to reduce the
eazryi. ng amount of the acquired non-current intangible assets of Wilre1 rathez
than to reduce the income tax provisi, on of any component of total comprehensive
income,

As a result, the various components of compzehensi. ve income include an
aggregate federal income tax provision of $22, 300, 000 in 2004 and $22, 500, 000 in
2003 (for the period subsequent to the acquisition of WilTel), even though no
fedeza1 income tax for those periods was due. During 2004, the effect of
recording this tax provision and the resulting reduction to the va1uation
allowance was to reduce the carrying amount of the acquired non-current
intangible assets to zero. Income tax expense for 2003 also includes the
company's actual income tax expense for the period prior to the acquisition of
WilTel.



Associated Companies

Equity in income (losses) of associated companies includes the following
for the years ended December 31, 200S, 2004 and 2003 (in thousands):

2005 2004 30O3
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zagleacck
moneyed
0909 ZZ
union eguare
perching eguare, I .p.
'nerkadi a
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Other
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147.000
(70,100)

0 76, 900

The Company's equity in losses fzom Olympus foz 2005 reflects its share
of Olympus' estimated losses from hurricanes Katrina, Rita and Wilma, Effective
January 1, 2006, Olympus received uew capital which zeduced the Company's equity
interest to less than 43I. As a result. the company will not apply the equity
method of accounting for this investment in the future. At December 31, 2005,
the book value of the company's invest)Rent in olympus had been written down to
zero.

As described above, the Company owns approximately 30% of HomeFed, a
California zeal estate development company. which it acquired in 2002. The
Company's share of HomeFed's reported earnings fluctuates with the level of real
estate sales activity at Homeyed's development projects.

The Company's share of JPOF II's earnings was distributed to the Company
shortly after the end of each year.

The equity in income (losses) of EagleRock results from both realized and
changes in unrealized gains (losses) in its portfolio. The partnership
distributed $16,600, 000 to the Company in 2006 and $3, 700, 000 in 2004.

Union Squaze, two entities in which the Company had non-controlling
equity interests, sold their respective interests in an office complex located
on Capitol Hill in Washington, D .C. during 2005 Including repayment of its
mortgage loans at closing, the Company's share of the net proceeds was
$73, 200, 000, aad the Company reocgnized a pre-tax gain of $72, 300, 000.

In January 2004, the Company invested $50, 000, 000 in Pershing Square,
L.P. ("Pershing" ), a limited partnership that is authorized to engage in a
variety of investing activities. The Company redeemed its interest effective
December 31, 20047 $71,300, 000 was distributed to the Company in early 2005.

Since the Berkadia loan was fully repaid during the first quarter of
2oo4, the Company will no longer have any income z'elated to the Berkadia loan in
the future. The Company's income from this investment is expected to be limited
tO itz Share ($4, 000, 000) of the annual management fee zeCeived fram FINOVA
while such fee remains in effect. The Company does not believe that its share of
the FIHOvA commoa stock will ever result in any cash value, and is reflected at
a zero book value. The Company has received total net cash proceeds of
$95, 200, 000 from this investment since 2001, including the commitment and
financing fees, management fees and interest paymeats related to its sham'e cf
the Berkadia loan.

The table above includes amounts related to wilTel prior to consolidation
ia Hovember 2003 when it was accounted for under the equity method of
accounting,



Discontinued Operations

Wi1Te1

As discussed above, the Company sold WilTel to Level 3 in Decembez 2005
and recognised' a pze-tax gain on disposal of $243, 800, 000. The calculation of
the gain on sale included: (1) the cash proceeds received from Level 3 of
$460, 300, 000, which is net of estimated working capital adjustments of
$25, 500, 000; (2) the fair value Of the Level 3 COmmon sharee of $339,300, 000,
based on the $2 95 per share closing price of Level 3 common stock immediately
prior to closing; (3) the amaunt of the SBC cash payments that had not been
previously accrued prior ta closing ($175,900,000); (4) an impairment charge far
Wi1Tel ~ s hsadquaztezs building of approximately $42, 400, 000; and (5) the net
book value of the net assets sold and estimated expenses and ather costs related
to the transaction, The Company z'eclassified WilTel's consolidated histoz'ical
results of opezations prior' to the sale to income (loss) from discontinued
operations. wilTel's income (loss) fram discontinued operations was
$116,000, 000, $(56, 600, 000) and $(15,300, 000) foz' the years ended December 31,
2005, 2004 and 2003, respectively.

Wireless Messaging

Zn December 2002, the Company entered into an agreement to purchase
certain debt and equity securities of webLink Wiz'eless, Znc. ("WebLink"), for an
aggregate purchase pzice of $19,000, 000. WebLink operated in the wireless
messaging industry, providing wireless data services and traditional paging
sezvices. Zn the fourth quaztez of 2003, WebLink sold substantially all of its
operating assets to Metrocall, Znc. for 500.000 shazes af common stock of
Metzacall, Znc. 's parent, Metrocall Holdings, Znc, ("Metrocal1"), an immediately
exercisable warrant to purchase 25, 000 shares of common stock af Metrocall at
$40 per ShaZe, and a Warrant tO purChaee up tO 100,000 additiOnal ShareS Of
Metrocall common stock at $40 per share, subject to certain vesting criteria.
Based upon the market price of the Metrocall stock received and the fair value
of the warrants received as of the date of sale, the Company reported a pre-tax
gain on disposal of discontinued operations of $11,500, 000. The vesting criteria
for the remaining warrants were satisfied during 2004, and the Company recorded
$2, 200, 000 as gain on disposal of discontinued operations (net of minority
interest), which represented the estimated fair value of the warrants. Due to
WebLink's large net operating loss carryforwards, these gains were nat reduced
for any federal incame tax expense.

During the fourth quarter of 2004, WebLink exercised all of its warrants
and subsequently tendered all af its Metrocall shares as paz't of a merger
agreement between Metzocall and Arch Wireless, Znc. WebLink received cash of
$19,900, 000 and 675, 607 common shares of the new parent company (USA Mobility,
Znc. , which had a fair market value of $25, 000, 000 when received), resulting in
a pre-tax gain of $15, 800.000 that is inc1uded in net securities gains of
continuing operations. The USA Mobility shares were sold during 2005.

In retuzn for the Company's $19,000, 000 investment in WebLink, the
Company received aggzegate cash proceeds of $48, 900, 000, net of minozity
interest and zesidual liabilities.

Domestic Real Estate

As discussed above, in 2005 the Company sold its 716-room Waikiki BeaCh
hotel and related assets and recorded a pre-tax gain of $56, 600, 000, which is
reflected in gain on disposal of discontinued operations

Zn the fouzth quarter af 2004, the Company sold a commercial real estate
property and classified it as a discontinued operation, During the second
quazter of 2004, the Company recorded a non-cash charge of $7, 100, 000 ta reduce
the carzying amount of this propezty to its estimated fair value. The Company
recozded an additional pre-tax loss of $600, 000 when the sale closed,
principally relating ta mortgage prepayment pena1ties incurred upon satisfactian
of the pzopezty's mortgage Operating results for this property were nat
material in prior years.

Other Operations

Zn Decembez 2005, the Company sold its intezest in an Argentine shoe
manufacturer that had been acquired earlier in the year. Although there was no
material gain or loss on disposal, zesults of discontinued operations during
2005 include an operating loss of $4, 400, 000



In the fourth quarter of 2004, the Company sold its geothermal power
generation business for 514«800, 000, net of closing costs, and recognized a
pre-tax gain of 5200, 000 Por the yeazs ended December 31, 2004 and 2003, the
Company recorded pre-tax losses from discontinued operations relating to this
business of $1,500, 000 and $2, 300, 000, respectively.

Recently Issued Accounting Standazds

In April 2005, the SEC amended the effective date of Statement of
pinancial Accounting Standards Mo. 123R, "Share-Based Payment («SpAS 123R"),
from the first intezim or annual period after June 15, 2005 to the beginning of
the next fiscal year that begins after June 15, 2005. SPAS 123R requires that
the cost of all share-based payments to employees, including grants of employee
stock options, be recognised in the financial statements based on their fair
values. That cost will he recognized as an expense over the vesting period of
the award. pro forma disclosures previously permitted under SFAS 123 no longer
will he an alternative to financial statement recognition. In addition, the
Company will he required to determine fair value in accordance with SFAS 123R;
the Company intends to use the modified prospective method The Company does not
expect that SFAS 123R will have a material impact on its consolidated financial
statements with respect to cuzzently outstanding options.

In N(ay 2005, the Pinancial Accounting Standazds Board ('FASB«) issued
Statement of Financial Accounting Standards No. 154, "Accounting Changes and
Error Corrections-a replacement of APB Opinion No. 20 and PASB Statement No. 3«
(«SFAS 154"), which is effective for' accounting changes and corrections of
errors made in fiscal yeazs beginning after December 15, 2005 SFAS 154 applies
tc all voluntary changes in accounting principles, and changes the accounting
and reporting requirements for a change in accounting principle. SFAS 154
requires retrospective application to prioz pezicds' financial statements af a
voluntary change in accounting principle unless doing so is impracticable. APB
20 previously required that mast voluntary changes in accounting principle be
zecognised hy including in net income of the period in which the change occurred
the cumulative effect of changing to the new accounting principle, SFAS 154 also
requires that a change in depreciation, amortixation. or depletion method for
long-lived, nonfinancial assets he accounted for as a change in accounting
estimate effected by a change in accounting principle, SPAS 154 cazzies forward
without change the guidance in AFB 20 for reporting the correction of an error
in previously issued financial statements, a change in accounting estimate and a
change in repoiting entity, as well as the provisions of SPAS 3 that govern
reporting accounting changes in interim financial statements. The Company does
not expect that SPAS 154 will have a material impact an its consolidated
financial statements.

Cautionary Statement for Pozwazd-Looking Information

Statements included in this Report may contain forward-looking
statements Such statements may relate, but aze not limited, to projections of
revenues, income oz' loss. development expenditures, plans for gzowth and future
operations, competition and regulation, as well as assumptions relating to the
foregoing. Such forward-looking statements are made pursuant to the safe-harbor
provisians of the Private Securities Litigation Reform Act of 1995,

Forward-looking statements are inherently subject to risks and
uncertainties, many of which cannot be predicted or quantified Nhsn used in
this Report, the words estimates, " «expects, " "anticipates, " "believes, "
«plans, intends" and variations of such words and similar expressions are
intended to identify forward-looking statements that involve risks and
uncertainties. Puture events and actual results could diffez materially from
those set forth in, contemplated by or underlying the forwazd-looking
statements.

Pactors that could cause actual results to differ materially from any
zesults projected, fozecasted, estimated oz budgeted or may materially and
advezsely affect the Campany's actual results include, but aze not limited to,
those set forth in Item 1A, Risk Factors and elsewhere in this Report snd in
the Campany's other public filings with the Securities and Exchange Commission,

Undue reliance should not be placed on these forward-looking statements,
which are applicable only as of the date hereof. The Company undertakes no
obligation to revise or update these fozward-looking statements to reflect
events or circumstances that arise after the date of this Report or to reflect
the occurrence of unanticipated events.



Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

The following includes "forward-looking statements» that involve risk
and uncertainties. Actual results could differ materially from those projected
in the forward-looking statements.

The Company's market risk arises principally from interest rate risk
related .to its investment portfolio and its borrowing activities.

The Company's investment portfolio is primarily classified as available
for sale, and consequently, is recorded on the balance sheet at fair value with
unrealized gains and losses reflected in shareholders' equity, Zncluded in the
Company's available for sale investment portfolio are fixed income securities,
which comprised approximately 69% of the'Company's total investment portfolio at
December 31, 2005. These fixed income securities are primarily rated "investment
grade" or are U. S. governmental agency issued or U. S. Government-Sponsored
Enterprises. The estimated weighted average remaining life of these fixed income
securities was approximately 1.2 years at December 31, 2005. The Company's fixed
income securities, like all fixed income instruments, are subject to interest
rate risk and will fall in value if market interest rates increase. At December
31, 2004, fixed income securities comprised approximately 68% of the Company's
total investment portfolio and had an estimated weighted average remaining life
of 1.1 years. At December 31, 2005 and 2004, the Company's portfolio of trading
securities was not material.

The Company's investment portfolio also includes its investment in
Level 3, carried at its aggregate market value of $330,100,000. This investment
is approximately 14% of the Company's total investment portfolio, and its value
is subject to change if the market value of the Level 3 stock rises or falls.
The Company's investment portfolio also includes its investment in unmet, which
is carried at cost of $78, 000, 000 at December 31, 2005. Although the Company is
restricted from selling the Znmet common shares, .the investment is subject to
price risk. The market value of this investment is $142, 100,000 at December 31,
2005.

The Company is subject to interest rate risk on its long-term fixed
interest rate debt. Generally, the fair market value of debt securities with a
fixed interest rate will increase as interest rates fall, and the fair market
value will decrease as interest rates rise.

The following table provides information about the Company's financial
instruments used for purposes other than trading that are primarily sensitive to
changes in interest rates. For investment securities and debt obligations, the
table presents principal cash flows by expected maturity dates. For the variable
rate borrowings, the weighted average interest rates are based on implied
forward rates in the yield curve at the reporting date. For secuzities and
liabilities with contractual maturities, the table presents contractual
principal cash flows adjusted for the Company's historical experience and
prepayments of mortgage-backed securities.

For additional information, see Notes 6, 12 and 21 of Notes to
Consolidated Financial Statements.
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2006 2007

Expected Nsturity Date

2009 2009 2010

(Dollars ia thousands)

Thereafter rctal Pair Value

Rate Sensitive Assets.
Available for Sale Fixed

Zncoes Securities:
U, 8, Govacnsant and
agencies

Weighted Average
Znterast Rate

U.S. Gcverneant-
Sponsored Rnterprisas

$30,23s 5 v, avs $ s.4$3 5 3.$40

3,04t 5.37t 5.36$ 5.35t

2, 706

5.349

$ 229, 696 $ 23, $15 5 19,640 5 14.7as S ll, v69

5 6, $16

5.1st

5 39.909

S 656, 955 $ $56.955

33$, 613 5 33$, 613

weighted Average
Znterest Rate

Other Fixed watuwitias:
Rated Znvestwent Grade

Weighted Average
interest Rate

Rated Less Than Znvasteent
Grade/Not Rated
Weighted Average interest

Rate

Rate 8ensitiva Liabilities:
Fixed Interest Rate
Sorrow ings

Weighted Average
Zutarest Rate

Variable Zuterast Rate
Sorrowings
Weighted Average

Interest Rate

3.97$ 5.33t 5 ' 338 5.34't

169i224 9 2i509 $ Zs792 5

4.31t 5.90t 3.949

7.01$ 10.69$ 5,93t 10.21t

$114,442 ' $943 $2, 633 5 $$6

4.43$ 10.76t $.47t 11 92$

61i212 5 lli 929 $1,114 $2.114

7.51t 7.97t S.slt $.91t

5 19.524 S $1,364 $ 49, 095 5 29, 134

5.1st

406

6.3$$

5 12.030

9 vst

992

11.974'

2, 114

9 cot

5 ' 409

Vs3

3.274

1$, 075

$930i095

6 ' 069

$32.$7$

9.01t

lvsiv13 5 175i713

209, 527 $ 209, 527

$)., 050.0).1 $li101,933

$ 112,371 9 112,371

Rata Sensitive Derivative
Pinsncial Znstrueents:
Euro currency swap

Average Psy Rata
Average Receive Rate

Pay Pixed/Receive Variable
Zntarast Rate Swap
Avel'sge Pay Rate
Average Receive Rata

Off-Salance ahaat Ztees:
Unused I ines of Credit

weighted average
Zntarast Rate

2.0$5
5.$9t
7.60$

aillt
5.014
4.77$

6.27$

$2r0$5
5 ' 499
7.604'

Zi114
5.014
4 ' 73$

110,000 5

6 ~ 254'

1,0$5
5.$9$
7.60t

2, 114
5.01$
4.Slt

$2, OS5
5.$94
7 ' 609

8 2, 114
5.01$
4.91t

521
5.$9\
7.60$

S 1 i 114
5.01$
5,00t

$31iSVS
5.01t
5.01$

$, $62 $ (2,546)

5 43i 446 $ (67v)

110,000 $110.000
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1tem 8. Financial Statementz and Supplementary Data.

Financial Statements and supplementary data required by this Item 8 are
set forth at the pages indicated in Item 15(a) below

Item 9. Changes in and Disagreements with Accauntants on Accounting and
Financial Disclosure.

Item 9A. Controls and Procedures.

Evaluation of disclosure controls and procedures

(a) The Campany's management evaluated, with the participation of the
Company's principal executive and principal financial officers, the
effectiveness of the Company's disclosure cantrols and proceduree (as defined in
Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934. as
amended (the 'Exchange Act") ), as of December 31, 2005. Based an their
evaluatian, the Company's principal executive snd principa1 finaucia1 officers
concluded that the Company's disclosure controls and procedures were effective
as of December 31, 2005.

Changes in internal control over financial reporting

(b) There has been no change in the Campany's internal control over
financial reporting (as defined in Rules 13a-15(f) and 1Sd-1S (f) under the
Exchange Act) that occurred during the company's fiscal quazter ended December
31, 2005, that has materially affected, or is reasonably likely to materially
affect, the Company's internal cantza1 over financial reporting.

Management's Report on Internal Cantzol Over Financial Reporting

Management of the Company is responsible for establishing and maintaining
adequate internal contzol over financial reporting as defined in Rules 13a-15(f)
or 15d-15(f) promulgated under the Securities Exchange Act of 1934. Znteznal
control over financial reporting is a process designed to provide reasonable
assurance regarding the z'eliability of financial repozting and the preparatian
of financial statements far external purpases in accazdance with gene'rally
accepted accounting principles and includes those policies and procedures that:

0 pertain to the maintenance of records that in reasonable detail
accurately and fairly reflect the transactions and dispositian of tbe
assets of the Campany;

o Provide zeasonable assurance that transactions are recorded as necessary
to permit preparation of financial statements in accordance with
generally accepted accounting principles, and that receipts and
expenditures of the Company are being made only in accordance with
authorizations of management and directors of the Company; and

O provide reaeanable aeeuranCe regarding preventiOn or timely deteCticn of
unauthorized acquisition, use or disposition of the Company's assets that
could have a material effect an the consolidated financial statements,

Because of its inherent limitations, internal control over financial
reporting may not prevent or detect misstatements. Also, pzojections of any
evaluation of effectiveness to i'utuze periods are subject to the risk that
contzols may became inadequate because of changes in conditions, or that the
degree of campliance with the policies oz proceduree may deteriorate.

The Company's management assessed the effectiveness of the Company's
internal control over financial reporting as of December 31, 2005. In making
thie aaaeSSment, the Ccmpany'S management used the CZ'iteria eetabliahed in
Internal Control-Zntegratsd Framework issued by the Committee of Sponsoring
Organizations of the Tzeadway Coezaission (COSO).

As pezzd. tted by the SEC, the Company has excluded from this assessment of
internal control over financial repozting the inteznal contzol over financial
reporting of Idaho Timber, ATE and NSW, each of which was acquired by the
Company during 2005. Zn the aggregate, these entities represent 5.2% of
consolidated assets at December 31, 200S and 3S 3% of 2005 consolidated
revenues.
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Based on ouz assessment and those criteria, management concluded that, as
of December 31, 2005, the Company's internal control over financial reporting
was effective.

Our management's assessment of the effectiveness of the Company's
internal control over financial repozting as of December 31, 2005 has been
audited by PricewaterhouseCoopers IJ P, an independent registered public
accounting firm, as stated in their zeyolt which apyeal's herein.

Item 9B. Other Znfoznmtion.

Eot applicable.

PART ZII

Item 10. Directors and Executive Officezs of the Registrant.

The infoxmation to be included undez the caption "Election of Directozsu
and "Information Concerning the Board and Board Committees" in the Company's
definitive proxy statement to be filecl with the Commission pursuant to
Regulation 14A of the Exchange Act in connection with the 2006 annual meeting of
shareholders of the Company (tbe Px'oxy Statement ) is incoxyorated herein by
reference. In addition, reference is made to Item 10 in Part I of this Report.

Item 11. Executive Compensation.

The information to be included under the capyion "Executive Compensation"
in the Proxy Statement is incorporated hezein by reference.

Item 12. Security Ownership of Ceztain Beneficial Owners and Management.

Equity Compensation Plan Information

Tha follcw1ng table summarises information zegazding the C)mgyanyI s equity
compensation plans as of December 31, 2005. All outstanding awards relate to the
Company's common stock,

'plea oategary

gusher a2 secazities
ta be iasuag upan

~uazaiaa ox aatetani)re options,
vazrautu auo rights

la)

teighte4-average
~aeraisc price o5

o tctw)4)ng options,
vszzcnts an4 s'ights

lh)

maser ai securities
sess)sing available
tar rutuza isauaacc~ epIity
cuspeasatiea plass

lenclusing securities
rstlcstes la caluse la) )

la)

la)uiay ccspcuaat iIsI
place approvca by
~actnihy hclacrs

)ttuity caepcusaricu
plane not

~auuzicy ho)gers

yatal

pv7, 030

pss, 030

535.19

535.19

999,979

259, 519
ccccccc

The information to be included under the caption "Present Beneficial
Ownership of Common Shares' in the Proxy Statement is incorporated herein hy
reference.

Item 13. Certain Relationshiys and Related Transactions.

The information to be included under tha caytion "Executive Compensation
Certain Relationships and Related Transactions' in the Pzoxy Statement i, g

incozyozated hetsin by reference.

Item 14. Principal Accounting Peas and Services.

Tbe information to be included under the caption 'Px'incipal Accounting
Peas and sexvicess in the Proxy state)gent is incoxpozated herein by reference.
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PART IV

Item 15. Exhibits and Financial Statement Schedule.

(a) (1)(2) Financial Statements and Schedule.

Report of Zsdeyendent Registered Puhlit Rccountind Pire.
Financial stateaents:

CouSOlidated nalanoa Shaeta at Decauher 31, 2006 and 2OO4,
Consolidated stateceuta of Operations for tha years ended Decesher 31. 20os,

2004 and 2003.
Consolidated stataaants of Cash ploce for the years ended Dacaahaz 31. 2005.

2004 and 2003.
consolidated 6tatasants of Changes in 6hateholders' |03uity for the years ended

Decanter 31, 3005, 3004 aud 3003.
rctas to Consolidated Financial statesenta,

Financial dtatenent Rchedula:

Schedule rf - Valuation aud Qualifying accounts

P-5

P 7
F-0

P-49

(3) Executive Compensation Plans and Arrangements See Item 15(h)
below for a complete list of Exhibits to this Report.

1999 Stock Option Plan (filed as Annex A to the Company's Proxy
Statement dated April 9, 1999 (the s1999 Proxy Statement" )).
Form of Grant Letter for the 1999 Stock Option Plan (filed as
Exhibit 10.4 to the Company's Annual Report on Form 10-K for the
fiscal year ended December 31, 2004 (the e2004 10-K") .
Amended and Restated Shareholders Agreement dated as of June 30,
2003 among the Company, Ian M. Cumming and Joseph S. Steinberg
(filed as Exhibit 10.5 to the Company's Annual Report on Form 10-K
for the fiscal year ended December 31, 2003 (the a2003 10-K»)).

Ieucadia National Corporation 2003 Senior Executive Annual
Incentive Bonus Plan, as amended May 17, 2005 (filed as Annex A to
the Company's Proxy Statement dated April 22, 2005 (the "2005
Proxy Statement" )) .
Employment Agreement made as of June 30, 2005 hy and between the
Company and Ian M. Cumming (filed as Exhibit 99.1 to the Company's
Current Report on Form 8-K dated July 13, 2005 (the sJuly 13, 2005
8-K")) .

Employment Agreement made as of June 30, 2005 by and between the
Company and J'oseph S. Steinberg (filed as Exhibit 99.2 to the July
13, 2005 8-K) .

(b) Exhibits.

We will furnish any exhibit upon rec(uest made to our Corporate
Secretary, 315 Park Avenue South, New York, NY 10010. We charge
$.50 per page to cover expenses of copying and mailing.

3,1 Restated Certificate of Incorporation (filed as Exhibit 5.1
to the Company's Current Report on Form 8-K dated July 14,
1993) .*

3 2 Certificate of Amendment of the Certificate of
Incorporation dated as of May 14, 2002 (filed as Exhibit
3.2 to the 2003 10-K) .*

50



Certificate of Amendment of the Certificate of
Incorporation dated as of December 23, 2002 (filed as
Exhibit 3.2 to the Company's Annual Report on Form 10-K for
the fiscal year ended December 31, 2002 (the "2002
10-K") ) .*

Amended and Restated By-laws as amended through March 9,
2004 (filed as Exhibit 3.4 to the 2003 10-K) .*

3.5

3.6

10.1

Certificate of Amendment of the Certificate of
Incorporation dated as of May 13, 2004 (filed as Bxhibit
3.5 to the Company's 2004 10-K).»

Certificate of Amendment of the Certificate of
Incorporation dated as of May 17, 2005,

The Company undertakes to furnish the Securities and
Exchange Commission, upon written request, a copy of all
instruments with respect to long-term debt not filed
herewith,

1999 Stock Option Plan (filed as Annex A to the 1999 Proxy
Statement). '

10.3

10.4

10.5

Form of Grant Letter for the 1999 Stock Option Plan (filed
as Exhibit 10 4 to the Company's 2004 10-K), »

Amended and Restated Shareholders Agreement dated as of
June 30, 2003 among the Company, Zan M. Cumming and Joseph
S. Steinberg (filed as Exhibit 10,5 to the 2003 10-K) .»

Form of Amended and Restated Revolving Credit Agr'cement
(the 'Revolving Credit Agreement" ) dated as of March 11,
2003 between the Company, Fleet Natianal Bank as
Administrative Agent, The Chase Manhattan Bank, as
Syndication Agent, and the Banks signatory thereto, with
Fleet Boston Rabertson Stephens, Inc , as Arranger (filed
as Exhibit 10.1 to the Company's (tuarterly Report on Form
10-0 for the quarterly period ended March 31, 2003).*

Amendment, dated as of March 31, 2004, to the Revolving
Credit Agreement (filed as Exhibit 10.7 to the Company's
2004 10-K).»

10.6 Amendment, dated as of J'une 29, 2004, to the Revolving
Credit Agreement (filed as Exhibit 10.8 to the Company's
2004 10-K).»

10,7

10.8

10.9

10.10

10.11

10.12

Leucadia National corporation 2003 senior Executive Annual
Incentive Bonus Plan, as amended May 17, 2005 (filed as
Annex A to the 2005 Proxy Statement) .*
Employment Agreement made as of June 30, 2005 by and
between the Company and Zan M. Cumming (filed as Exhibit
99.1 to the Company's July 13, 2005 8-K). '
Employment Agreement made as of June 30, 2005 by and
between the Company and Joseph S. Steinberg (filed as
Exhibit 99.2 to the July 13, 2005 8-K) .»

Management Services Agreement dated as of February 26, 2001
among The FZNOVA Group Znc. , the Company and Leucadia
International Corporation (filed as Exhibit 10.20 to the
Company's Annual Report on Form 10-K for the fiscal year
ended December 31, 2000).»

Voting Agreement, dated August 21, 2001, by and among
Berkadia LLC, Berkshire Hathaway Inc. , the Company and The
FZNOVA Group Znc. (filed as Exhibit 10.J to the Company's
Current Report on Form 8-K dated August 21, 2001).»

Second Amended and Restated Berkadia LLC Operating
Agreemeut, dated December 2, 2002, by and among BH Finance
LLC and WMAC Investment Corporation (filed as Exhibit 10.40
to the 2002 10-K) .» 51



10,13

10,14

10.15

10.16

10.17

10.18

10.19

10.20

Pirst Amended Joint Chapter 11 Plan of Reorganization of
williams cammunicatians Group, Inc. ( wcG') and cG Austria,
Inc. filed with the Bankruptcy Court as Exhibit 1 to the
Settlement Agreement (filed as Exhibit 99.3 ta the Current
Report on Farm 8-K of WCG dated July 31, 2002 (the "WCG

duly 31& 2002 8-KN)). +

Tax Caaperation Agreement bet~san WCG and The Williazm
Companies Inc. dated July 26, 2002, filed with the
BankruptCy Cauzt as Exhibit 7 ta the Settlement Agreement
(filed as Exhibit 99.9 to the WCG July 31, 2002 8-K) .*
Third Amended and Restated Credit And Guazanty Agzeement,
dated as of September 8, 1999, az amended and restated as
af April 25, 2001, as further amended and restated as of
Octobez 15, 2002, snd as fuzthez amended and restated as of
September 24, 2004, amang WilTel. WilTel Cammunications,
LLC, certain of its domestic subsidiaries, as loan parties.
the sevezal banks and athez financial institutions oz
entities from time to time parties thezeto as leaders,
Credit Suisse Pirst Boston. acting through its Cayman
Islands branch, as administrative agent. as first lien
administrative agent and as second lien administrative
agent, and Wells Pargo Poothill, LLC, as syndication agent
(filed as Bxhibit 99.1 to the Company's Current Report on
Pore 8-K dated September 24, 2002 (the Company's Septemhez

2002 8-K")) .+

First Amendment to Third Amended and Restated Credit And
Guaranty Agreement. dated September 2. 2005, by and among
WilTel Communications, LLC. WilTel Ccmmcunicatians Graup
LIC, the Subsidiary Guarantors (as defined), and the Pirst
Lien Administrative Agent, the Secand Lien Administrative
Agent and the Administrative Agent foz the Leaders (filed
as Exhibit 99.1 to the Campany's Current Report on Pozm 8-K
dated September 2, 2005).~

Second Amended and Restated Security Agreement, dated as of
April 23, 2001, as amended and zestated as of october 15,
2002, and as fuzther amended and restated as of Septembez
24, 2004, among wilTel, WiITel Communications, LLC, and the
additional gzantors party thereto in favor of Czedit Suisse
First Boston, acting through its Cayman Islands branch, as
administrative agent, as first lien administrative agent
and as second lien administrative agent (filed as Exhibit
99.2 to the Company's September 24, 2002 S-K).~

Bxhihit 1 to the Agreemsnt snd Plan of Reorganization
between the Company and TLC Associates, dated Pehzuaxy 23,
1989 (f'iled as Bxhihit 3 ta Amendment Eo. 12 ta the
Schedule 13D dated December 29, 2004 of lan N. Cumming and
Joseph S. Steinberg with respect to the Company). *

Letter Agzeement, dated Pebzuaxy 3, 2005, between the
Company and Jefferies a Company, Inc. (filed as Bxhibit
10.55 ta the Company's 2004 10-K) .v

Infozmation Concerning Executive Campensation (filed as
Exhibit 10.1 to tbe Campany's Cux'rent Repozt on Poxm 8-K
dated January 9, 2006).+

10,21 Compensation of Non-Employee Dizectors.

10.22

10.23

10.24

Hatel Purchase Agreement, dated as of April 6, 2005, hy and
between HWB 2507 Kalakaua, LLC and Gaylord Enteztainmeut
Co. (filed as Exhibit 10.2. ta the Company's Quarterly
Report on Poxm 10-Q for the quarterly periad ended March
31, 2005 (the '1st Quarter 2005 10-Q~)).~

Stock Purchase Agreemsnt, dated as of Nay 2, 2005, by and
among the Company and the individuals named therein (filed
as Exhibit 10,4 to the Company's 1st Quarter 2005 10-Q)."
Purchase Agzeement, dared as of October 30, 2005, among the
Company, Baldwin Eaterprises, Inc. , Level 3 Communi. cations,
LLC and Level 3 Caezzanications, lnc. ('Level 3') (filed as
Exhibit 10.1 to the Campany's Curxent Report on Poxm 8-K
dated OCCOber 30, 2005) .+



10.25

10.26

10.27

Registration Rights and Transfer Restriction Agreement,
dated as of December 23, 2005, by and among Level 3, the
Company and Baldwin Enterprises, Inc, (filed as Exhibit
10.2 to Level 3's Current Report on Form 8-K dated December
23, 20051.»

Purchase and Sale Agreement ("Square 711 Purchase and Sale
Agreement" ), dated as of Novembez' 14, 2005, between Square
711 Developer, LLC and Walton Acquisition Holdings V,
L.L.C. , a Delaware limited liability company

First Amendment to Square 711 Purchase end Sale Agreement,
dated as of December 14, 2005.

10.28

10 29

10.30

Share Purchase Agreement, dated May 2, 2005, between Inmet
Mining Corporation, the Company and MK Resources Company
(filed as Exhibit 2 to Amendment No. 10 to the Schedule 13D
dated May 2, 2005 of the Company with zespect to MK

Resources Company (the "MK 13D")) *

Agreement and plan of Merger, dated as of May 2, 2005,
among the Company, Marigold Acquisition Corp. and MK

Resouzces Company (filed as Exhibit 3 to the MK 13D) .*

voting Agreement, dated as of May 2, 2005, between the
Company and Inmet Mining Corporation (filed as Exhibit 4 to
the MK 13D) .»

10 .31

10.32

Letter Agreement, dated March 30, 2005 between SBC
Services, Inc. ("SBC Services" ) and WilTel Communications,
LLC ("WCLLC") (filed as Exhibit 10.1 to the Company's 1st
Quarter 200S 10-Q) .»

Letter Agreement, dated April 27, 2005 between SBC Services
and WCLLC (filed as Exhibit 10.3 to the Company's 1st
Quarter 2005 10-Q) .»

10 33 Letter Agreement, dated May 25. 2005 between SBC Sezvicee
and WCLLC (filed as Exhibit 10 1 to the Company's Quarterly
Report on Form 10-Q for the quarterly period ended June 30,
2005) .»

10.34

10.35

10.36

10.37

10.38

23 1

Mastez Services Agreement dated June 15, 2005 among WilTel
Communications Group ("WCGZZC"), WilTel zocal Network, Z.z,c,
SBC Services. and SBC Communications Znc. ("SBC") (filed as
Exhibit 99.1 to the Company's Current Report on Form 8-K/A
dated June 15, 2005 (the June IS, 2005 8-K/A"))

Termination, Mutual Release and Settlement Agreement dated
June 15, 2005 among the Campany, WCGLLC, WCLZC, SBC, SBC
Operations, Inc. and SBC Long Distance, LZC (filed as
Exhibit 99.2 to the Company's June 15, 200S 8-K/A) .»

Debtors' Modified Second Amended Joint Plan of
Reorganization under chaptez 11 of the Bankruptcy Code,
dated as of April 13, 200S, of ATX Communications, Inc,
(filed as Exhibit 99, 1 to ATE Communication's Current
Report on Form 8-K dated April 20, 2005) *

Services Agreement, dated as of January 1, 2004, between
the Company and Zan M. Cumming.

Sezvices Agreement, dated as of Januazy 1, 2004, between
the Company and Joseph S. Steinberg.

Subsidiaries of the registrant.

Consent of PricewaterhouseCoapers LLP with respect to the
incorporation by reference into the Company's Registration
Statement On Farm S-B (NO. 2-84303), FOZm S-8 and S-3 (NO.
33-6054), Foxm S-8 and S-3 (No. 33-26434), Form S-B and S-3
(No. 33-30277), Fozm S-8 (No. 33-61682), Fozm S-8 (No.
33-61718), Fazm S-B (No. 333-51494) and Form S-3 (No.
333-118102). 53



Consent of independent auditozs fram Eznst & Young LLP with
respect to the inclusion in this Annual Repozt on Form 10-K
of the financial statements of Berkadia LLC and with
respect to the incorporation by reference in the Company's
Registration Statements an Pozm S-8 (No. 2-84303), Form S-8
and S-3 (No, 33-6054), Form S-8 and S-3 (No. 33-26434),
Form S-B and S-3 (No. 33-30277), Form S-8 (No, 33-61682),
Form S-B (No. 33-61718), Porm S-B (No. 333-51494) and Form
S-3 (No. 333-118102).~~

Consent of PricewaterhouseCoopers, with respect ta the
inclusion in this Annual Report on Form 10-K the financial
statements af Olympus Re Holdings, Ltd. and with respect to
the incozporation by reference in the Company's
Registration Statements on Porm S-8 (No. 2-84303), Form S-B
and S-3 (No. 33-6054), Pozm S-8 and S-3 (No. 33-26434),
Form S-B and S-3 (No. 33-30277), Form S-8 (Na. 33-61682),
Fozm S-8 (No. 33-61718), Form S-B (No, 333-51494) and Form
S-3 (No. 333-118102).

Consent of independent auditors from BDO Seidman, LLP with
respect to the inclusion in this Annual Report on Form 10-K
af the financial statements of EagleRack Capital Paztners
(QP), LP and EagleRock Master Fund, IP and with respect ta
the incorporation by reference in the Company's
Registration Statements on Porm S-8 (No. 2-84303), Form S-8
and s-3 (No. 33-6054), Fozm S-B and s-3 (Na, 33-26434),
Form S-8 and S-3 (No. 33-30277), Form S-B (No. 33-61682),
Form S-B (Na 33-61718), Form S-8 (No 333-51494) and Form
S-3 (No. 333-118102)-

Consent of independent auditors from Ernst 8 Young LLP with
respect ta the inclusion in this Annual Report on Form 10-K
of the financial statements of WilTel Communications Group,
Znc. and with respect to the incorporation by reference in
the Company's Registration Statements on Form S-B (No.
2-84303), Form S-B and S-3 (Na. 33-6054), Pozm S-B and S-3
(No 33-26434), Form S-B and S-3 (No. 33-30277), Form S-8
(No. 33-61682), Form S-B (No, 33-61718), Form $-8 (No.
333-51494) and Form S-3 (No. 333-118102)

Zndependent Auditors' Consent from KPMG LLP, with respect
to the inclusion in this Annual Report an Porm 10-K of the
financial statements of Jefferies Partners Oppoz'tunity Fund
ZZ, ILC and with respect to the incozporation by reference
into the Company's Registration Statements on Form S-8 (No.
2-84303), Form S-8 and S-3 (No. 33-6054), Form S-8 and S-3
(No 33-26434), Form S-B and S-3 (No 33-30277), Form S-s
(No. 33-61682), Form S-8 (No. 33-61718), Form S-B (No.
333-51494) and Form S-3 (No. 333-118102).
Certification af Chaizman of the Board and Chief Executive
Officer pursuant to Section 302 of the Sarbanes-Oxley Act
of 2002.

Certification of President pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

Certification af Chief Financial Officer pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002,

Certification of Chaizman of the Board and Chief Executive
Officer pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002. ~~~

Certification of President pursuant to Section 906 af the
Sarbanes-Oxley Act of 2002 ***

Certification of Principal Financial Officer pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002. ~~ ~



(c) Financial statement schedules.

Berkadia LLC financial statements for the years ended December 31,
2004 and 2003. **

(2) olympus Re Holdings, Ltd. consolidated financial statements as of
December 31, 2005 and 2004 and for the years ended December 31,
2005, 2004 and 2003. **

(3) EagleRock Capital Partners (QP), LP financial statements as of
December 31, 2005 and 2004 and for the years ended December 31,
2005, 2004 and 2003 and EagleRock Master Fund, LP financial
statements as of December 31, 2005 and 2004 and for the years
ended December 31, 2005, 2004 and 2003. **

(4) WilTel Communications Group, Inc. consolidated financial
statements for the period from January 1, 2003 through November 5,
2003.

(5) Jefferies Partners Opportunity Fund ZZ, LLC financial statements
as of December 31, 2005 and for the year ended December 31, 2005.

* Zncorporated by reference.

+~ To be filed by amendment pursuant to Item 3-09(b) of Regulation S-X.

+~* Furnished herewith pursuant to item 601(b) (32) of Regulation S-K
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SIGNATURES

Pursuant to the requirements of Section 13 or 15 (d) of the Securities
Exchange Act of 1936, the registrant has duly caused this report to be signed on
its behalf by the undersigned, thereunto duly authorized.

LEUCADZA NATZOlQLL CORPORATION

March 8, 2006 By: /s/ Barbara L. Lawenthal

Barbara L. Lowenthal
Vice President and Comptroller

pursuant to the requirements of the Securities Exchange Act of 1934, this
report has been signed below by the following persons on behalf of the
registrant and in the capacities indicated, on the date sat forth above.

Signature Title

/s/ Zan M. Cumming

Zan M. Cumming

Chairman of the Board
(Principal Executive Officer)

/s/ Joseph S. Steinberg

Joseph S. Steinberg

President snd Director
(Principal Executive Officer)

/s/ Joseph A. Orlando

Joseph A, Orlando

Vice President and Chief
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/s/ Barbara L. Lowenthal

Barbara L, Lowenthal
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Lawrence D. Glaubingei

Director
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/s/ James E. Jordan

James E, Jordan

Director
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/s/ Jesse Clyde Nichols, ZIZ Director

Jesse Clyde Nichols, IZZ
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and
Shareholders of Leucadia National Corporation:

We have completed integrated audits of Leucadia National Corporation's December
31, 2005 and 2004 consolidated financial statements and of its internal control
over financial reporting as of December 31, 2005, and an audit of its 2003
consolidated financial statements in accordance with the standards of the Public
Company Accounting Oversight Board (United States). Our opinions, based on our
audits and the report of other auditors, aze presented below.

Consolidated financial statements and financial statement schedule

In our opinion, based on our audits and the report of other auditors, the
consolidated financial statements listed in the index appearing under Item 15(a)
(1) (2) present fair'ly, in all material respects, the financial position of
Leucadia National Corporation and its subsidiaries at December 31, 2005 and
2004, and the results of their oper'ations and their cash flows for each of the
three years in the period ended December 31, 2005 in conformity with accounting
principles generally accepted in the United States of America. In addition, in
our opinion, the financial statement schedule listed in the index appearing
under Item 15(a) (1) (2) presents fairly, in all material respects, the
information set forth therein when read in conjunction with the related
consolidated financial statements. These financial statements and financial
statement schedule are the responsibility of the Company's management. Our
responsibility is to express an opinion on these financial statements and
financial statement schedule based on our audits. We did not audit the financial
statements of WilTel for the period fzom January 1, 2003 through November 5,
2003. For this period, WilTel was accounted for on the equity method and from
January 1, 2003 through November 5, 2003 had a net loss of approximately
$109,000, 000, of which the Company's 4'7. 4% share was approximately $52, 000, 000.
Those statements were audited by othez. ' auditors. whose report thereon has been
furnished to us, and our opinion expressed herein, insofar as it relates to the
amounts included for WilTel, is based on the report of other auditors. We
conducted our audits of these statements in accordance with the standards of the
Public Company Accounting Oversight Board (United States) . Those standards
require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit of
financial statements includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. We believe that our
audits and the report of other auditozs provide a reasonable basis for our
opinion.



Internal control over financial reporting

Also, in our opinion, management's assessment, included in "Management'e Report
on Internal Control Ovez Financial Reporting" appearing under Item 9A, that the
Company maintained effective internal control aver financial reporting as of
December 31, 2005 based on criteria established in Internal Control - Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO), is fairly stated, in all material respects, based on those
criteria. Furthermore, in our opinion, the Company maintained, in all material
respects, effective internal contzol over financial reporting as of December 31,
2005, based on criteria established in Internal Control - Integrated Framework
issued by the COSO. The Company's management is responsible for maintaining
effective internal control aver financial reporting and for its assessment of
the effectiveness of internal control over financial reporting, Our
responsibility is to express opinions on management's assessment and on the
effectiveness of the Company's internal control over financial reporting based
on our audit. We conducted aur audit of internal control over financial
reporting in accordance with the standards. of the Public Company Accounting
Ovexsight Board (United States) . Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether effective
internal control over financial reporting was maintained in all matezial
respects. An audit of interna1 control over financial reporting includes
obtaining an understanding of internal control over financial reporting,
evaluating management's assessment, testing and evaluating the design and
opezating effectiveness of internal control, and performing such othez
procedures as we consider necessary in the circumstances. We believe that our
audit provides a reasonable basis for our opinions.

A Campany'S internal control over financia1 reporting is a process designed to
provide reasonable assurance regarding the reliability of financial zeporting
and the preparation of financial statements for extezna1 purposes in accordance
With generally aooepted aCCounting pZinCiples. A Campany'S internal CantrO1 Over
financial reporting includes those policies and procedures that (i) pertain to
the maintenance of zecords that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the company; (ii)
provide reasonable assurance that transactions are zecoxded as necessary to
permit preparation of financial statements in accordance with generally accepted
accounting principles, and that x'eceipts and expenditures of the company are
being made only in accordance with authorizations of management and dizectors of
the company; and (iii) provide reasonable assurance regarding prevention ox'
timely detection of unauthorized acquisition, use, or disposition of the
company's assets that could have a material effect on the financial statements.

Because of its inhezent limitations, internal contxol over financial reporting
may not prevent or detect misstatements. Also, projections of any evaluation of
effectiveness to future periods are subject to the risk that contrals may become
inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

As described in "Management's Report on Internal Control Over Financial
Repozting", management has excluded Idaho Timber, ATX and NSW from its
assessment of inteznal control over financial reporting as of December 31, 2005,
because those entities were acquired by the Company during 2005. We have also
excluded Idaho Timber, ATX and NSW from our audit of internal control over
financial reporting. Idaho Timber, ATX and NSW are consolidated subsidiaries
whose total assets and total revenues represent 5.2% and 35 3%, respectively, of
the related consolidated financial statement amounts as of and for the year
ended December 31, 2005

PricewaterhouseCoopers LLP
New York, New York
March , 2006
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LEUCADIA NATIONAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
December 31, 2005 and 2004
(Dollars in thousands, except par value)

2005 2004

ASSETS

Currant assets:
Cash and cash equivalents
Investmsnts
Trade, notes and other receivables, aat
prepaids and other current assets
Current assets ot discontinued operations

Total current assets
Eon- currant Bnvastmsnts
gates and other receivables, aet
Intangible essata, nat and goodwill
Deterred tax asset. ast
Other assets
pzaperty, equipmant aad leasehold improvements, net
Znvestmsnts in associated companies
Eon-currant assets o5 discontinued oparatiaas

Total

8 386g957
1,323, 562

377, 216
140' 880

2, 22 8, 615
977, 327
22, 747
85.063

1,094, 017
240g601
237, 021
375, 473

8 5.260, 884

8 277, 238
1.084, 745

160,234
2'), 850

509i882

2.059, 949
7IB,326
16, 906
1.472

272i867
283i330
460, 794
986, 759

6 4&800i403

I IASZLZTZES

Currant liabilities:
Trade payables and expense accrue). s
other cuzrant liabilities
Customer baukiag deposits due within one year
nsbt dua within ona ysaz
Znaome taxes payable
Currant liabilities o5 discontinued apsrations

Total current liabilities
other non-currant liabilities
Long-term debt
Eca-current customer banting deposits
man-curraat liabilities oZ discontinued operations

Total liabilities

8 259, 778
23, 783

175.664
15' 171

474g396
121.893
9BB,716

Ii563, 007

167,864
27g044
18,472
64g799
1')

&
690

363, 468

659, 337
121,6'75
067.123

6, 119
669, 221

523, 475

CamL(tments and aantingenaies

)4inazity interest 15' 963 18,275

SEAREHOL0ERS ' E()UITT

Caszaoa shares, par value 81 peZ Share, authOrired 300, 000,000 and 150,000, 000
shareSI 108,029, 008 and 107, 600, 403 shazes issued aad outstanding, after
deducting 42.377,843 and 42, 399,597 ahazaa
hald in traasuzy

Additional paid-in capital
Accumulated ether campzeheasive income (loss)
Retained earnings

Total shazeholdazs ' equity

Total

108, 029
609g943
(81,502)

3.025, 444

3g661, 914

8 5.260. 8B4

107&600
598, 504
136 a 138

li 416,411

2g258g653

8 4, 800, 403

The accompanying notes are an integral part of these
consolidated financial statements.
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LEUCADIA NATIONAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
For the years ended December 3l, 2005, 2004 and 2003
(In thousands, except per share amounts)

2005 2004 2003

REVENUES RND CIZRER ZNCUNR;

Nsnufsctuziag
Reelthcsre
Telecommunications
Znvestmeat sad other incoss
Net securities gains

6 332,253
239e046
111.192
149s840
208.816

1.041,147

64.055
257g262

180,081
136,564

637,962

53,327
71, 039

179' 385
9, 928

313,679

RXORES RS .
Cost ot sales:

N sant motoring
Reslthceze
Telecomsuaicstions

Zntezest
Salaries
Depzecietiaa end Smortizetioa
Selling, geasrsl sad other expenses

Zncome (loss) from continuiag opereticas before inccea taxes, minority
~xpease of trust preterred securities sad equity ia iacase (losses) of
associated ccapsaies

Zacome tsx (beaetit) provision:
Current
Deferred

281,451
203 s 149
67,266
68, 376

102,236
26, ')67

153,739

902 964

138,163

4, 018
(1,135,100 )

(1,131e 081)

45r055
216 g 333

62.710
48.334
19,625

134,027

526.084

111,878

(27g434)
7.242

(20,192)

38.998
61, 280

37, 902
39, 094
18,132

124, 4 91

321.897

(8, 218)

(llg424)
(23, 750)

(35, 1741

Zncome tram coariauing opezstioas before minority expease of trust
preferral securities snd equity in Snoose (losses) ot sssocisted
compenies

Ninozity expsase ot trust preferred securities, net of tones
Equity in income (losses) of associated compenies, aet of taxes

Zucome from coatinuing opezstiaas
Zacome (loss) from discontiaued operetions, aet of texas
Gain on dispossl of discoatinued operetioas, net ot terms

1,289, 245

(45i333)

1.224, 112
111~ 557
300,372

132,070

76,479

208.549
(64,862)

1,813

26, 956
(2.761)
76.947

101,142
(11.586)

7, 498

set iacase $ 1,636, 041 145.500 97, 054

Rosie comings (loss) pez commoa share:
Zncome fzao Ccntinuing opezetiaOS
zncome (loss) frat discontiaued opezeticas
Goin on disposal of discontiaued cpezetiaos

Net iacaoe

$11.36
1.03
2.79

$15.18

$1.95
(.63)
.02

$1.36

$1~ 10
(.12)
.08

$1.06

Diluted eeznings (loss) per commas share:
Zncome from coat inuing opersrioas
Zacome (loss) tron discontinued cpezetioas
Gain on disposal of discontiaued opezetions

Net income

$10.71.96
2.60

$14.2'I

$1.90
(.'58)
.02

$ 1.34

$ 1.09
(.12).08

$ 1.05

The accompanying notes are an integral part of these
consolidated financial statements.



LEUCADIA NATIONAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
For the years ended December 31, 2005, 2004 and 2QQ3
(Zn thousands)

2005 2004 2003

(Eavised)

Eet cash floes from opezating aCtivities:

Nst insane
Adjustments to reconcile nat ianna to nst cash provided hy (used for)

operatioas:
pafezzsd income tax provision (beaefit)
Depreciatioa and amoztisatioa of property, equipment aad leasehold improvements
Other amortization
prcvisioa for doubtful accouuts
Nst securities gains
Equity ia (iacome) losses of associated companies
Distributioas from associated ~ss
Net gains related to real estate, yzoysrty and equipmsat, loan z'eceivables aad

other assets
gaia aa disyosal of discontinued ayeratioas
Znvestments classified as tzading, ne'0
Net chaage inz
Tzade, aotes and oCher receivables
Preyaids and other assets
Trade payahles and expense accruals
()thar liabilities
Defstrad revenue
1ncoam taxes payable

Other

8 1,636.041

(1 & 135& 100)
1$6,42S

3.068
6, 151

(213,299)
44, 403
90,250

(29&3SS)
(300.372)

18&022

20, S50
(29,97$)
54.344

(36,427)
10,553
(2, 537)
(2, 961)

7, 242
232, 600

3, 316
(5.366)

(141,936)
(91,546)
23, 87$

(60&S66)
(1,813)

(68, 612)

19&578
11.491
19,654

(52.250)
9, 945

16.890
1, 732

28 960
65, 723
(4, 624)
20, 098
(9,953)

(146.989)
25, 359

(23.429)
(7&498)
(8 & 133)

(1S,0$6)
(6&559)

(23.4891
(22, 165)

9,854
2, 959

(2,344)

145&500 8 97, 054

Net cash provided hy (used foz) opezating activities 321&110 68&437 (23,262)

Net cash floes fz'om investing activities:

Acquisitioa of property, equiyesnt and leasehold improvements
Acquisitioa of and capital expeadituz'es foz real estate investments
Proceeds from disposals of real estate. propezty aad equipmeat. aad ot)xm
Acquisitioas, aet of cash acquired
Proceeds from disposal of discontinued operations, ast of expenses and

cash of oyerations sold
Advaaces oa loan receivables
Pz'incipal collections on iona zeceivables
Proceeds froa sale of loan zacaivahlss
Advances on notes zeceivahles
Collections cn notes receivables
znvastmaats ia associat'. ed companies
Capital distributions fzom associated companies
Purchases of iavestmeats (other than short-tszm)
proceeds izom maturitiss of iavestmaats
pzoceeds from sales of invsstasnts

assets

(136,260)
(26, 053)
33.722

(170,516)

459 094

1&591

(100)
1,')21

(34,488)
2&644

(3,350,651)
1,262. 577
1,979,28$

311

$62
134
400)
789
39$)
632
404)
707
181.

22,

41,
157,

(
27,

(69,
5,

(2.534,
869,

1,460.

(97, 412)
(23, 022)
123,302

($5&717)
(67,925)
111&134
114,524

(4,466)
(2, 981)

13$,259

(2,279)
14,176

(22, 350)
7, 174

(1,655,4$0)
555,145
683, 752

Net cash pzovidad by (used foz) iavssting activities 22, 591 (16.718) (217,031)

(coat inusd)

The accompanying notes are an integral part of these
consolidated financial statements.
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LEUCADIA NATIONAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS, continued
For the years ended December 31, 2005, 2004 and 2003
(In thousands)

2005 20O4 2003

(Revised)

mat cash floss from financing activities:

gat change in customer banking deposits
zssuance of long-term debt, net of issuance costs
naduCtica Of Zcng-term debt
Zssusnca of common shares
Purchase of common shares for treasury
Dividends paid

(24, 565)
82g753

(477,360)
3, 6$9

(167)
(27.00$)

8 (120,516)
43S, 393
(92,454)
22, 006

(26, 901)

8 (245, 845)
304, 509

(7,002)
Zg293

(61)
(17,706)

met cash provided by (use& for) financing activities (442, 65$) 220, 52$ 35,18$

sffact of foreign exchange rate changes on cash (1 g 034) 311 895

get increase (decrease) in cash and cash eguivalants
Cash and cash eguivelents at January 1,

Cash and cash egcivslents at Decmsber 31.

(99,991)
4S6, 94$

3S6,957

272, 55$
214g390

484, 94S

(204, 210)
41$,600

$ 314.390

Supplemental disclosures of cash floe information:

Cash paid during the year for:
Znterest
Znccme tax payments (refunds), sat

gon-cash investing activities:

Comscn stock issued fcr acguisition of xt Resources Ccmpeny in 2005 and
'milTal ccsmnnications group. znc. in 2oo3

$96&95$
3,486

S $.346

$ S9,707
$(26.024)

$4O, 856
$ (S,o9$)

$422, $30

The accompanying notes are an integral part of these
consolidated financial statements
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LEUCADIA NATIONAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY
For the years ended December 3l, 2005, 2004 and 2003
(ln thousands, except par value and per share amounts)

Series 5
Non-Voting

Conwrtihl e
Pref errad

Stock

COmens
Shares
$1 Par
value

additional
Paid-Zn
Capital

accumulated
Other

Comprehensive
Zncoae (Loss)

Retained
Earnings Total

BalanCe, Sanuaxy 1, 2003 47, 507 $87,403 $12s, 126 $56, 025 $1,218,464 $1.534 ~ 525

Ccmprehenetva Zuccae:
Net change in unrealized gain (loss)

on investmentx, net of taxes of $55, 738
Net change in unrealized foreign exchange

gain (loss). uet of texas of $701
Net change 1n unrealized gain (loss) ou

derivative instruments, nat of taxes of $868
Net change in minimum pension liability,

nat of taxes of $7, 345
Nat income

Comprehensive tacoma

Zssuance Of comxIn shares ou aCquisition of
Wilfel Coxxxunications Graup, Znc.

Conversion of convertible preferred shares into
common shares

Bxexcise of options to purchase coxxxon shares
Purchase of cosmos shares for tzaasuzy
Dividends ($.17 par coImon share)

(47,507) 2, 022
79
(4)

45, 485
1., 214

(57)

16.735 408g095

103,776

7,739

(1.,650)

(13~ 639)
97, 054

(17.706)

103,778

7, 739

(1,6501

(13'639)
97.054

193,280

422. 830

l.293
(61)

(17,706)

Balance, December 3l, , 2003 106,235 577, 883 152,251 tg297g812 Zg 134 g 18l,

Comprehensive 1ncomeI
Nat change in unrealized gain (loss)

on invaetmants. net of taxes of $0
Nat change in unzaalixsd foreign exchange

gain (loss), uet of taxes of $0
Nat change in unzealixad gain (loss) on

derivative instruments, net of taxes of $0
Nat change in minixxxX peneion liability, net

of texas oi $0
Net tnooma

Compzeheus1ve income

lnIex'cise Of currents to purchase Coxxxcn Shares
Bxercise of opt1ons to purchase coxmea shares
Divideads ($.25 Per common share)

1,200
165

17.960
2g681

(8.592)

6, 807

(355)

(13s973)
148.800

(26, 901)

(8,592)

6.607

(355)

(33g973)
145,500

129g367

19,160
2, S46

(26, 901)

Balance, Deoaaher 31. 2004

Compzebeneive incomaI
Net chaage in unrealized gaia (loss)

on tnvestmants, net of taxes of $0
Net change in unrealized foreign exchange

gain (loss), net oi' taxes of $0
Nat change in unrealixed gain (loss) on

der1vative instruments, net of texas of $0
Net change in minimum pension liability, uet

oi taxes of $0
Nat income

Comprehensive income

Zssuance of common shares on acquisition of
minority interest. in NX Resources Company

Buerotae Of options to purchase commun Sharae
Purchase of cosmos sluxras for treasury
Dividends ($.25 pez common share)

107,600 598, 504 136,138

(175,577)

(17g199)

2x747

(27,611)

216 8, 130
216 3,473

(3) (184)

1,416,411

1,636, 041.

(27, 008)

3,258, 653

(175.577)

(17g199)

2~747

(27.611)
1,636,041

1,418,401

Sa346
3a669

(187)
(27, 008)

Balance, Deuemhar 31., 2005 5 8 108.029 $609, 943 $(81,502) 8 3, 025.444 $3.661.914

The accompanying notes are an integral part of these
consolidated financial statements.
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LEUCADIA NATIONAL CORPORATION AND SUBSIDIARIES
Notes to Consolidated Financial Statements

1. Nature of Operations:

The Company is a diversified holding company engaged in a variety of businesses,
including manufactuzing, healthcare services, telecommunications, real estate
activities, winery operations and residual banking and lending activities that
are in run-off, principally in markets in the United States, The Company also
owns equity interests in investment partnerships and in operating businesses
which are accounted for under the equity method of accounting. These equity
investments include development of a copper mine in Spain, real estate
activities and property and casualty reinsurance operations. The Company
continuously evaluates the retention and disposition of its existing operations
and investments and frequently investigates the acquisition of new businesses.
Changes in the mix of the Company's owned businesses and investments should be
expected.

The manufacturing operations are conducted through Idaho Timber Corporation
(»Idaho Timbez. ") and the Company's plastics manufacturing segment. Idaho Timber
primarily remanufactures dimension lumber, remanufactures and packages home
center hoards to customez specifications, produces 5/4 inch radius-edge, pine
decking and manufactures or distributes a number of specialized wood products.
Idaho Timber operates ten facilities located throughout the United States, and
its remanufacturing business is principally derived from the purchase of bundles
of low-grade lumbez' on the spot market, and. the conversion of that lumber into
higher-grade lumber through sorting and minor rework.

The plastics manufacturing operations manufacture and market lightweight plastic
netting used for a variety of purposes including, among other things, building
and construction, exosion control, agricultuze, packaging, carpet padding,
filtration and consumer products. The plastics manufacturing segment has three
domestic manufacturing facilities, and it. owns and operates a manufactuxing and
sales facility in Belgium.

The healthcare services operations primarily pxovide contract therapy, long-term
care consulting and temporary staffing to skilled nursing facilities, hospitals,
sub-acute care centers, assisted living facilities, schools, and other
healthcare providers. Healthcare services are provided hy subsidiaries of
Symphony Health Services, LLC (»Symphony").

The telecommunications operations are principally conducted through ATX
Communications, Inc. ("ATX") . ATX is an integrated communications provider that
offers local and long distance telephone services, data and Internet services,
and web development, collocation and managed services, principally to small to
medium sized businesses in the Mid-Atlantic region of the United States.

The domestic real estate operations include a mixture of commercial properties,
residential land development projects and other unimproved land, all in various
stages of development and all available for sale.

The winery operations consist of two winez'ies, Pine Ridge Winery in Napa Valley,
California and Archezy Summit in the Willamette Valley of Oregon, which
primarily produce and sell wines in the luxury segment of the premium table wine
market.

During 2005, the banking and lending operations sold its remaining customer
deposits and surrendered its national hank chartex. The remaining operating
activities are concentrated on collecting and servicing its remaining loan
portfolio.



1. Nature of Operations, continued=

On December 23, 2005, the Company completed the sale of its largest
telecommunications suhsidiazy, WilTel Communications Gz cup, LLC ('WilTel" ), and
has zeclassified WilTel as a discontinued operation in the Company's
consolidated financial statements, including the reclassifioation of pzioz
years' balance sheets. The Company has reclassified its pzior years' balance
sheets because WilTel's balance sheets for the prior periods comprised a
significant portion of the Company's consolidated balance sheets. For more
information concerning the sale and the Company's other discontinued operations,
see Note 5.
Ceztain amounts for pzioz periods have been reclassified to be consistent with
the 2005 presentation.

The 2003 consolidated statement of cash flows was revised to cambine the cash
flows from discontinued operations with cash flows from continuing operations.
The Company had previously reported the cash flows from discontinued operations
as a single line item.

2. Significant Accounting Policies:

(a) Critical Accounting Estimates: The preparation of financial statements in

conformity with accounting principles genezally accepted in the United States
(»GAAp») requires the Company to make estimates and assumptions that affect the
reported amounts in the financial statements and disclosures of contingent
assets and liabilities. On an on-going basis, the Company evaluates all of these
estimates and assumptions. The following azeas have been identified as czitical
accounting estimates because they have the potential to have a matez'ial impact
on the Company's financial statements, and because they are based on assumptions
which aze used in the accounting recozds to reflect, at a specific point in
time, events whose ultimate outcome won't be known until a later date. Actual
results could differ from these estimates.

Income Taxes — The Company records a valuation allowance to reduce its deferred
tax asset to the amount that is more likely than not to be realized If the
Company were to determine that it would be able to realise its deferred tax
asset in the future in excess of its net zecorded amount, an adjustment would
increase income in such peziod. Similarly, if the Company were to determine that
it would not be able to realise all ar part of its deferred tax asset in the
future, an adjustment would he charged to income in such period. The
detezmination of the amount of the valuation allowance required is based, in
significant part, upon the Company's projection of future taxable income at any
point in time The Company also records reserves for contingent tax liabilities
based on the Company's assessment of the probability of successfully sustaining
its tax filing positions.

During 2005, as a result of the consummation of certain transabtions and ongoing
operating profits, the Company prepared updated projections of future taxable
income, The Company's revised projections of future taxable income enabled it to
conclude that it is more likely than not that it will have future taxable income
sufficient to realize a portion of the Company's net deferred tax asset;
accordingly, $1,135,100, 000 of the deferred tax valuation allowance was reversed
as a credit to income tax expense

Impairment of Lang-Lived Assets - In accordance with Financial Accounting
Standazds No. 144, "Accounting foz the Impairment or Disposal of Long-Lived
Assets" (»SFAS 144"), the Company evaluates its long-lived assets foz impairment
whenever events or changes in circumstances indicate, in management's judgment,
that the carrying value of such assets may not be recoverable, when testing foz
impairment, the Company groups ite long-lived assets with other assets and
liabilities at the lowest level for which identifiable cash flows are largely
independent of the cash flows of other assets and liabilities (or asset gzoup) .
The determination of whether an asset group is recoverable is based on
management's estimate of undiscounted future cash flaws directly attributable to
the asset group as compared to its carrying value. If the carrying amount of the
asset group is greater than the undiscounted cash flows, an impairment loss
would be recognized for the amount by which the carrying amount af the asset
group exceeds its estimated fair value.
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2. Significant Accaanting Policies, continued

As more fu11y discussed in Nate 5, during 2005 an impaixmeat loss af $42, 400, 000
wss recorded to reduce the carrying amount of gilTel's fozmer headquarters
facility to its estimated faiz value.

Impairment of Securities - Investments with an impairment in value considered to
be other than temporazy axe written down to estimated fair value. The writedowns
axe included in net secuzities gains in the consolidated statements of
operations. The C~ evaluates its investments for impairment on a quarterly
basis,

The Company's determinatian af whether a secux'ity is other than temporarily
impaized incozpozates both quantitative and qualitarive information; GAAP

requires the exercise of judgment in making this assessment, rathex than the
applicatian of fixed mathematical cx'itexia. The company caasidezs a numbex of'
factors including, but not limited ta, the length of time snd the extent to
which the fair value has been less than cosr. , the financial condition and near
term prospects of the issuer, rhe reason far the decline in fair value, changes
in fair value subsequent to the balance sheet date, and other factors specific
to the individual investment. The Company's assessment involves a high degree of
judgment and accordingly, actual results may differ materially fram the
Company's estimates and judgments.

Susiness Combinations - At acquisitiaa, the Company allocates the cost of a
business acquisition to the specific tangible and intangible assets acquired and
liabilities assumed based upon their relative fair values. Significant judgments
and esrimates are often made to detezmine these allocated values, and may
include the use of independent appraisals, consider market quotes foz similar'
transactions, employ discounted cash flaw techniques or consider other
information the Company believes relevant. The finalization af the purchase
price a11acatian will typically take a number of months to complete, and if
final values are materially different from initially recorded amounts
adjustments are recorded. Any excess of the cost of a business acquisition over
the fair values of the net assers and liabilities acquired is recorded as
goodwill which is not amortized to expense. Recorded goodwill of a reporting
unit is required to be tested for impairment on an annual basis, and between
annual testing dates if events or circumstances change that would more likely
than not reduce the fair value of a reporting unir. below its net book value.

purchase price allocations for all of the Company's recent acquisitions have
been finalized. Adjustments to the initial purchase price allocations were nat
material.

Accxuals for Access Costs - ATX's access costs primarily include variable
chazges paid to vendozs ta originate and/ox terminate switched voice traffic,
which are based on actual usage at negotiated or regulated contracr. rates, At
the end of each reporting psriad, ATX's estimated accrual for incuzxed but not
yet billed costs is based on internal usage reports. The accrual is subsequently
reconciled to actual invoices as they are received, which is a process that can
take several menthe to complete This process includes an invoice validation
procedure that normally identifies errors and inaccuracies in rate and/or volume
components of the invoices resulting in numerous invoice disputes, It is ATX's
policy to adjust the acczual far the prabable amount it believes will ultimately
be paid an disputed invoices, a detexmination which requires significant
estimation and judgment, Dus to the number of different negotiated and regulated
rates, constantly changing traffic patterns, uncertainty in the ultimate
resolution of disputes, the period of time required ro camplete the
reconciliarion and. delays in invoicing by access vendors, these estimates may
change,

Contingencies - The Company acczues for contingent losses when the canringent
loss is probable and the amount of loss can be x'easonebly estimated. Bstimates
of the likelihood that a 1oss will be incurred and of contingent loss amaunts
naxwally xequire significant judgment by management, can be highly subjective
and aze subjecr. ro material change with the passage of time as more information
becomes available. As of Decembex 31. 2005, the Company's accrual fax' contingent
losses was not, material.

(b) Consolidation policy: The consolidared financial sratements include the

accounts of the Company, all variable interest entities of which the Company or
a subsidiary is the primary beneficiary, end all majority-controlled entities
that are not variable interest entities. All intercampeny transactions and.
balances are eliminated in consolidation,



2. Significant Accounting policies, continued:

Associated companies are investzents in equity interests that are accaunted far
an the equity method of accounting. These include investments in corporations
that the Campany does not contral but has the ability to exercise significant
influence and investments in limited partnerships in which the company's
interest is more than minor,

(c) Cash Equivalentsc The Company considers short-term investments, which have

maturities of less than three months at the time of acquisition, to be cash
equivalents. Cash and cash equivalents include short-term investments of
$295, 600, 000 and $93, 300, 000 at December 31, 2005 and 2004, respectively.

(d) Investmentsc At acquisition, marketable debt and equity securities aze

designated as either i) held to maturity, which are carried at amortized cost,
ii) trading, which are carried at estimated fair value with unrealized gains snd
losses reflected in results oi oyezations, or iii) available foz' sale, which are
carried at estimated fair value with unrealized gains and losses reflected as a
separate component of shareholders' equity, net of taxes. Bquity securities that
da not have readily determinable fair values are carried at cast. The cost af
securities sold is based an average cost.

Beld to maturity investments are made with the intention of holding such
securities ta maturity, which the Comyany haa the ability to do. Estimated fair
values are principally based an quoted market prices.

(e) property, Equiyment and Leasehold Improvements: property, equiymant and

leasehold improvements are stated at cost, net of accumulated depreciation and
amartizatian. Depreciation and amaztization are provided principally on the
straight-line method aver the estimated useful lives of the assets or, if less,
the term of the underlying lease.

(f) Revenue Recognition: Revenues aze recognized when the fo),lowing conditions

ara zet: (I) collectibility is reasonably assured; (2) title to the product has
passed or the sezvice has been rendered and earned'I (3) pezsuasive evidence of
an arrangement exists; and (4) there is a fixed or determinable price.
Manufacturing revenues are recognized when title paaees, whiCh for Idaho Timber
is generally upon the custamer's receipt of the goods and for the plastics
segment upon shipment of gaods. Revenue fram the sale of zeal estate is
generally recognized when title passes; however, if the Company is obligated to
make improvements ta the real estate subsequent to closing, zevenues are
deferred and recognized under the percentage of comyletion method of accounting.

(g) cost of sale: Manufacturing cost of sales principally includes pzoduct and

manufacturing costs, inbaund and outbound shipping costs and handling costs.
Telecommunications cost of sales includes access costs paid to other
telecommunications providers, repairs and maintenance, rent, utilities and
property taxes of the telephane, Internet and data network, and salazies and
related expenses of network yersonnel, Telecommunications cost of sales are
recognized during the period in which revenue is recognized. Bealthcare cost of
sales principally consists of employment costs and independent contractor casts
of the therapists pzoviding the service. Any pzoduct installation costs of the
Company's operating subsidiaries aze expensed when incurred.

(h) Incaze Taxes: The Company provides for incame taxes using the liability

method. The future benefit of certain tax loss carzyforwards and future
deductions is recorded as an asset, A valuation allawence is pravided if
deferred tax assets are not considered to be mare likely than nat to be
realized.

(i) Derivative Pinancial Instruments: The Comyany reflects its derivative

financial instzuments in its balance sheet at fair value. The Company bas
utilized derivative financial instruments to zenage the imyact of changes in
interest rates on its customer banking deposits and certain debt obligations,
hedge net investments in foreign subsidiaries and manage foreign currency risk
on certain available far sale securities. Althaugh the company believes that
these derivative financial instruments are practical economic hedges of the
Company's risks, except far the hedge of the net investment in foreign
subsidiaries, they do not neet the effectiveness criteria undez' GAAp, and
therefore are not accounted for as hedges,



Significant Accounting Policies, continued:

Amounts recorded as income to investment and other income as a result of
accounting far its derivative financial instruments were $1,100, 000 and
$3,500, 000 for the years ended December 31'. 2005 and 2003, respectively, and not
material for 2004. Net unrealized losses- on derivative instruments were
$1,000, 000 and $3, 500, 000 at December 31, 2005 and 2004, respectively

(j) Translation of Foreign Currency= poreign currency denominated investments

and financial statements are translated into U. S. dollars at current exchange
rates, except that revenues and expenses are translated at average exchange
rates during each reporting period; resulting translation adjustments are
reported as a component of shareholders' equity. Net foreign exchange
transaction losses were $2, 100,000 for 2005 and not material for 2004 and 2003 .
Net unrealized foreign exchange translation gains (losses) were $(2, 900, 000),
$14,300, 000 and $7, 500, 000 at December 31, 2095, 2004 and 2003, respectively.

(k) Stock-'Based Compensation: Statement of Financial Accounting Standards No.

123, "Accounting for Stock-Based Compensation" ("SPAS 123"), establishes a fair
value method foz accounting for stock-based compensation plans, either through
recognition in the statements of operations or disclosure. As permitted, the
Company applies APB Opinion No 25 and related Interpretations in accounting for
its plans. Accordingly, no compensation cost has been recognized in the
statements of operations for its etock-based compensation plena.

Had compensation cost for the Company's stock option plans been recorded in the
statements of operations consistent with the provisions of SFAS 123, the Company
would have recognized compensation cost of $1,600, 000, $1,000, 000 and $800, 000
in 2005, 2004 and 2003, respectively.

(1) ReCently ISSued ACcaunting Standarda: In April 2005, the SecuritieS and

Exchange Commission amended the effective date of Statement of Financial
Accounting Standazds No. 123R, "Share-Based Payment" ("SPAS 123R"). from the
first interim oz' annual period after June 15, 2005 to the beginning of the next
fiscal year that begins' after June 15, 2005. SFAS 123R requires that the cost of
all share-based payments to employees, including grants of employee stock
options, be recognized in the financial statements based on their fair values,
That cost will be recognized as an expense over the vesting period of the award.
pro forms disclosures previously permitted under SFAS 123 no longer will be an
alternative to financial statement recognition, In addition, the Company will be
required to detezmine fair value in accordance with SPAS 123R; the Company
intends to use the modified prospective method. The Company does not expect that
SPAS 123R will have a material impact on its consolidated financial statements
with respect to currently outstanding options.

In May 2005, the Financial Accounting Standards Boazd ('FASB") issued Statement
of Pinancial Accounting Standards No. 154, "Accounting Changes and Error
corrections-a replacement of APB Opinion No. 20 and PASB Statement No 3" ("SPAS
154"), which is effective for accounting changes and corrections ot errors made
in fiscal years beginning after December 15, 2005. SPAS 154 applies to all
voluntary changes in accounting principles, and changes the accounting and
reporting requirements for a change in accounting principle. SPAS 154 requires
retrospective application to prior periods' financial statements of a voluntary
change in accounting principle unless doing so is impracticable. ApB 20
previously required that most voluntary changes in accounting principle be
recognized by including in net income of the period in which the change occurred
the cumulative effect of changing to the new accounting principle. SPAS 154 also
requires that a change in depreciation, amortization, or depletion method for
long-lived, nonfinancial assets be accounted for as a change in accounting
estimate effected by a change in accounting principle. SFAS 154 carries forward
without change the guidance in APB 20 for reporting the correction of an error
in previously issued financial statements, a change in accounting estimate and a
change in reporting entity, as well as the provisions of SPAS 3 that govern
reporting accounting changes in interim financial statements. The Company does
not expect that SPAS 154 will have a material impact on its conso1idated
financial statements.



3. Acquisitions:

NSWI LLC U. S. (SNSW")

Zn Februazy 2005, the plastics manufacturing segment acquired the assets af NSW

for a purchase price of approximately $26, 600, 000; based upon its allocatian of
the purchase price the Company recorded an aggzegate of $10,200, 000 af
intangible assets and $8, 200, 000 of goodwill. NSW has a manufacturing and
distribution facility in Roanoke, Virginia, which manufactures a variety of
products including produce and packaging nets, header label bags, case liners
and heavy weight nets for drainage and erosian control purposes, The NSw

customer relationship intangible assets will be amortised on an accelerated
basis, and other intangible assets on a straight-line basis, aver the following
average useful lives: customer relationships - 12 years, trademarks and
tradename - 15 yeazs, patents - 15 years and other intangible assets - 5 years.

ATX

Zn December 2003, the Company purchased all of ATX's debt obligations under its
senior secured credit facility for $25.000, 000, and ATx commenced a voluntary
Chapter 11 case to reoz'ganise its financial affairs shortly thereafter. The
bankruptcy plan (the 'Plan" ) of. ATX was confirmed by the Bankruptcy Court for
the Southern District of New York and became effective on April 22, 2005, and
the Company has consolidated ATx since that date. As contemplated by the Plan,
in exchange for its investment in the credit facility the Company received
approximately 90% of the new common stock of the reorganised ATX and a new
$25, 000, 000 senior secured note which bears interest at 10%. In addition, the
Company provided ATX with $5, 000, 000 of debtor-in-possession financing and
$25, 000, 000 of exit financing ta fund bankruptcy related payments and working
capital requirements. On behalf of ATX, the Company also obtained cash
collateralised letters of credit totaling $14,700, 000 issued foz the benefit of
one of ATX's vendors. The requirement to provide ths letters of credit will
decline over a period of years. commencing in 2006. The aggregate purchase price
for ATX was $56, 300, 000, which includes all the financing provided to ATX by the
Company and acquisition expenses.

Based upon its allocation of the purchase price, the Company has recorded ATX
intangible assets of $19,600, 000 and goodwill of $5, 800, 000. The customer
relationship intangible assets will be amortized on an accelerated basis, and
other intangible assets on a straight-line basis, over the following average
useful lives: tzademarks - 10 years, customer relationships - 7 years, software

5 years, and othez intangibles - 2 years.

Zdaha Timbez

Zn Way 2005, the Company acquired Idaho Timber for total cash considezation of
$133,600, 000, including working capital adjustments and expenses, and has
consolidated Idaho Timber from the date of acquisition. Based upon its
allocation of the purchase price, the Company recorded Idaho Timber intangible
assets of $45, 100,000, The intangible assets will be amortized on a
straight-line basis over the following average useful lives: customer
relationships - 10 years. and other intangibles - 1 year.

Symphony

In September 2003, the Company acquired Symphony for approximately $36, 700, 000,
including expenses, of which appzoximately $29, 200, 000 was provided by financing
that is non-recourse to the Company but is fully collateralised by Symphony's
assets, Zn, addition, at acquisition, the lender provided an additional
$5, 000, 000 of working capital financing to Symphony. The Company has
consolidated Symphony's financial condition and z'esults of opezations since
acquisition.

Unaudited pro forma aperating results for the Company, assuming the acquisitions
of ATX and Idaho Timber had occurred as af the beginning of each year presented
below aze as follows (in thousands, except per shaze amounts);
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3 Acquisitions, continued:

2OO5 2004

Revenues
Income before extraordinary items and cumulative

effect of 4 change in accounting principles
Set income
Per Share;

Basic
Diluted

S 1,213, 800

S 1, 643, 200
S 1,643.2oo

'

S15.25
S14.33

S 1,210, 000

S 175, 700
S 175, 700

S1.65
Sl.61

pro forma adjustments principally reflect the preliminary allocation of the
purchase price to the difference between the fair value and book value of
property and equipment, resulting in increases or decreases to historical
depreciation expense, and the allocation to identifiable intangible assets
discussed above, resulting in increased amortization expense. For ATX, the pro
forma adjustments also include the elimination of net reorganization items,
which principally resulted from a gain recognized upon the discharge of ATX
indebtedness in bankruptcy, fresh start accounting adjustments and bankruptcy
related professional fees, and the reversal of historical interest expense
related to indebtedness that was discharged in bankruptcy. The increase or
(decrease) to historical income from the pro forma adjustments is as follows (in
thousands):

2005 2OO4

Depreciation aud amortization expenses
Reorganization items

S (6, 000)
S (300)

S (13,400)
S 24, 300

The unaudited pro forma data is not indicative of future results of operations
or what would have resulted if the acquisitions of ATX and Idaho Timber had
actually occurred as of the beginning of the periods presented Unaudited pro
forms income statement data for NSW and Symphony is not included as the amounts
were not material. Unaudited acquisition balance sheets are not included as
amounts were not material.

Zn July 2004, the Company invested $50, 000, 000 in ZNTL Consilium Emerging Market
Absolute Return Fund, LLC (sZNTL"), a limited liability company that is invested
in a master fund which primarily invests in emerging markets debt and equity
securities ZNTL and the master fund are managed and controlled hy an investment
manager who has full discretion over investment and operating decisions. In
accordance with FASB Interpretation No 46R, "Consolidation of Variable Interest
Entities", INTL is a variable interest entity and the Company is currently the
primary beneficiary; as a result, the Company accounts for its investment in
INTL as a consolidated subsidiary. In October 2004, the Company invested an
additional $25, 000, 000 in ZNTL. ZNTL plans to sell additional membership
interests in the future, which if accomplished could result in the Company no
longer accounting for INTL as a consolidated subsidiary At December 31, 2005,
ZNTL had total assets of $105,100,000 which are reflected as investments in the
Company's consolidated balance sheet, and its liabilities were not material. The
creditors of INTL have recourse only to the assets of ZNTL and do not have
recourse to any other assets of the Company. The Company can generally withdraw
its capital account interest upon 90 days notice, subject to the manager' s
ability to liquidate security positions in an orderly manner. The Company
recorded $9, 900, 000 and $2, 200, 000 of pre-tax income relating to ZNTL for the
years ended December 31, 2005 and 2004, respectively.



4. Investments in Associated Companies:

The Company has investments in several Associated Companies. The amounts
reflected as equity in income (losses) of associated companies in the
consolidated statements of operations are net of income tax provisions of
$700, 000, $15,000, 000 and $70, 100, 000 foz the years ended December 31, 2005,
2004 and 2003, respectively. Included in consolidated retained earnings at
December 31, 2005 is appraximately $42, 800, 000 of undistributed earnings of the
associated companies.

Cobze Las Czuces, S.A. ("CLC")

In August 2005, the Company cansummated the merger with its then 72. 1% owned
subsidiary, MK Resources Company ( MK") . whereby the Company acquired the
remaining outstanding MK common shares. The acquisition cost consisted of
approximately 216, 000 of the Company's common shares (valued at $8, 300, 000), and
estimated cash amounts ($4, 500, 000 has been accrued) that will be paid to former
MK stockholders who pezfected appraisal zights. As a result of the merger, MK is
now a wholly-owned subsidiary of the Company, snd MK's securities are no longez
publicly traded.

Immediately following the merger, the Company sold to Znmet Mining Corporation
("Znmet»), a Canadian-based global mining company traded on the Toronto stock
exchange (Symbol: IMN), a 70% interest in CLC, a Spanish company that holds the
exploration and mineral rights to the Las Cruees copper deposit in the Pyrite
Belt of Spain. Inmet acquired the interest in CLC in exchange for 5, 600, 000
newly issued znmet common shares, repzesenting approximately 11.7% of the
outstanding Inmet common shares immediately following completion of the
transaction. The znmet shares were recorded at their fair value of appzoximately
$78, 000, 000, and the Company zecorded a pze-tax gain on the sale of $10, 500, 000,
which is reflected in the caption investment and other income. For more
information on the Znmet shares, see Note 6

CLC has entered into an agreemsnt with third party lendezs for project financing
consisting of a ten yeaz senior secuzed credit facility of up to $240, 000, 000
and a senior secured bridge credit facility of up to (euzo) 69, 000, 000 to finance
subsidies and value-added tax. The Company and Inmet have guaranteed 30% and
70%, respectively, of the obligations outstanding undez both facilities until
completion of the pzoject as defined in the project financing agreement. At
December 31, 200S, no amounts were outstanding under the facilities The Company
and Znmet have also committed to provide financing to CLC which is estimated to
be $159, 000, 000, of which the Company's share will be 308 ($14,300, 000 of which
has been loaned as of December 31, 2005) For the year ended December 31, 2005,
the Company recorded a pze-tax lose of $1, 600, 000 from this investment under the
equity method of accounting.

Union Square

Union Square, two entities in which the Company had non-controlling equity
intezests, sold their respective interests in an office complex located on
Capitol Hill in Washington, D C. during 2005 Including repayment of its
mortgage loans at closing. the Company's share of the net proceeds was
$73, 200, 000, and the Company recognised a pre-tax gain of $72, 300, 000.

JPOP ZZ

During 2000, the Company invested $100, 000, 000 in the equity of a limited
liability company, Jefferies Partners Opportunity Fund ZZ, LLC ("JPOP ZZ»), that
is a registered broker-dealer. JPOP ZZ is managed by Jefferies a Company, Znc. ,
a full service investment bank to middle market companies. JPOF ZZ invests in
high yield securities, special situation investments and distressed securities
and provides trading services to its customers and clients. Por the years ended
December 31, 200S, 2004 and 2003, the Company recorded $23, 600, 000, $16,200, 000
and $14, 800, 000, respectively, of pre-tax incame Crom this investment under the
equity method of accounting. These eaznings were distzibuted by JFOP II as
dividends shortly after the end of each year.



Investments in Associated Companies, continued.

Olympus

In December 2001, the Company invested $127, 500, 000 for a 25% common stock
interest in Olympus Re Holdings, Ltd. ("Olympus" ), a newly formed Bermuda
reinsurance company primarily engaged in the property excess, marine and
aviation reinsurance business. In June 2003, the Company sold 567, 574 common
shares of Olympus back to Olympus foz tata1 proceeds of $79,500, 000, The Company
recognized a $1,500, 000 gain an the sale which is reflected in other incame for
the year ended December 31, 2003. The shares were sold to Olympus as part of an
issuer tendez offer available to all of its shareholders. After completion of
the tender, the Company's intezest in Olympus declined from 25% to 16.1%.
Although the Company's equity interest declined below 208, the Company continued
to account for its investment under the equity method of accounting because of
its ability to exercise significant influence. As a result of redemptions of
other investors' equity interests during 2004 and 2005, the Company's percentage
interest in Olympus increased to 20.1% as of Decembez 31, 2005.

During 2005, Olympus recorded significant losses as a zesult of estimated
insurance claims from hurricanes Katrina, Rita and Wilma. In early 2006, Olympus
raised a significant amount of new equity to replace some, but not all of the
capital that was lost as a result of the 2005 hurzicanes. Since the Company did
not invest additional capital in Olympus, its equity interest will be diluted
(to less than 4%) such that it will no longez apply the equity method of
accaunting fOz thiS inVeetment subeequent tO Deaember 31, 2005. POr the years
ended December 31. 2005, 2004 and 2003, the Company recorded $(120,100,000),
$9, 700, 000 and $40, 400, 000, respectively, of pre-tax income (1oss) from this
investment undez the equity methad of accounting. In addition, the Company
recorded sn impairment loss of $3, 700, 000 to reduce the book value of its
investment to zero.

HagleRock

In December 2001, the Company invested $50, 000, 000 in EagleRock Capital paztnezs
(Qp), I,P ("EagleRock"), a limited partnezship that invests and tzades in
securities and other investment vehicles. At Decembez 31, 2005, the book value
of the Company's equity investment in EagleRock was $75, 500, 000, which excludes
$16,600, 000 that was received in January 2006 and is classified as a receivable
as of December 31, 2005. Zn August 2005, the Company notified EagleRock that it
determined to wizhdzaw its entire intezest on Januaxy 1, 2006. Discussions are
ongoing as to the timing and manner in which the Company's capital will be
remitted by EagleRock to the Company. Pze-tax income (losses) of $ (28, 900, 000),
$29, 400, 000 snd $49, 900, 000 for the yeais ended December 31, 2005, 2004 and
2003, respectively, were recozded from this investment undez the equity method
of accounting The results reported by the partnership since its inception
inc1ude both zea1ized and changes in unrealized gains and losses in its
portfolio. In 2004, $3,700, 000 was distributed by EagleRock to the Company.

HomeFed

In October 2002, the Company sold one of its real estate subsidiaries, CDS
Holding Corporation ("CDS"), to HomePed Corporation ("HomeFed") for a purchase
price of $25, 000, 000, consisting of $1,000, 000 in cash and 2, 474, 226 shares of
Homeped's common stock, which represented approximately 30% af Homeped's
outstanding cammon stock At Decembez' 31, 2005 snd 2004, the deferred gain on
this sale was $4, 200, 000 and $6, 800, 000, zespectively, which is being recognised
into income as CDS's principal asset, the real estate pxoject known as San Elijo
Hills, is developed and sold. Por the years ended December 31, 2005, 2004 and
2003, the Company recorded $5, 800, 000, $10,000, 000 and $1 6, 200, 000,
respectively, af pre-tax income from this investment under the equity method of
accounting. HomePed is engaged, dizectly and. through subsidiaries, in the
investment in and development of residential real estate projects in the State
of California HameFed is a public company traded on the NASD OTC au11etin Board
(Symbol: HOPD) .

As a result of a 1998 distribution to all of the Company's shareholders,
appzoximatsly 7.7% and 9.5% of HomePed is owned by the Company's Chairman and,
president, respectively. Both are also directors of HomePed and the Company's
President sszves as HomePed's Chairman,
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pershing

In January 2004, the Co(apany inVeSted $50, 000, 000 in pershing Square, L.p.
(spershinga), a limited partnership that is authorized to engage in a variety of
investing activities, The Company redeemed its interest as of December 31, 2004,
and the total amount due from Pershing of $71,300, 000 (which was paid during the
first quarter of 2005) is included in trade, notes and other receivables, net at
December 31, 2004 in the Company's consolidated balance sheet.

The following table provides sunuaarized data with respect to the Associated
Companies accounted for on the equity method of accounting included in results
of operations for the three years ended December 31, 2005, except for Berkadia
LLC (sBerkadiaa) which is separately summaz'ized below, and except for WilTel
which was sold as discussed in Mote 5. (Amounts are in thousands. )

2000 2004
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The rospaoy' ~ pOrtiOa o$ tha rsporta0 Sat aasets

0 2, 700, 000
1.073,300

0 077i900
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0 37S, 100

0 2 24T 000
969,200

0 1,077, 9oo
~saaasaaaaas
0 440, 200

2009 2004 2003

Total rsvassas
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~atrsordissry itaas
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Ths Ooapssy' ~ stsity io oat isooaa (loss)

0 904.400

0 (404, 20s)
0 (404, 200)
0 (44, 400)

914.000 0 090, 900

323iaoo $374i700
221,004 0 374, 700

0 90,700 6 339&900

Except for its investment in CLC, the Company has not provided any guarantees,
nor is it contingently liable for any of the liabilities reflected in the above
table, All such liabilities are non-zecourse to the Company. The Company's
exposure to advezse events at the investee companies is limited to the book
value of its investment.

Berkadia

In August 2001, Berkadia, an entity jointly owned by the Company and Berkshire
Hathaway Inc. , loaned $5, 600, 000, 000 on a senior secured basis to PINOvA Capital
Corporation (the "Berkadia Loan" ), the principal operating subsidiary of The
FINOvA Group Inc. ("FINOVA"), to facilitate a chapter 11 restructuring of the
outstanding debt of FIMOVA and its principal subsidiaries. Bezkadia also
received 61,020, 581 newly issued shares of common stock of FINOVA (the sFNV
Shares" ), representing 50% of the stock of FINOvA outstanding on a fully diluted
basis, Berkadia financed the Berkadia I can with bank financing that was
guaranteed, 50% by Berkshire Hathaway and 10% by the Company (with the Company's
guarantee being SeCOndarily guaranteed by Berkahire Hathaway), In February 2004,
pINovA fully repaid the Eerkadia Loan, and Berkadia fully repaid its bank
financing, thereby eliminating the Company's guaranty.

During 2001, Berkadia was paid a $60, 000, 000 commitment fee by FINovA Capital
upon execution of the commitment and a $60, 000, 000 funding fee upon funding of
the Berkadia Loan. The Company's share of these fees, $60, 000, 000 in the
aggregate, was distributed to the Company shortly after the fees were received.
In additicn, FINOVA entered inta a ten-year management agreement with the
Company, for which the Company receives an annual fee of $8, 000, 000, which is
shared equally with Berkshire The management agreement remains in effect even
though the Berkadia Loan has been repaid. '

Under the agzeement governing Bezkadia, the Company and Berkshire Hathaway
agreed to equally share the commitment fee, funding fee and all management fees.
All income related to the Berkadia Loan, aftez' payment of financing costs, was
shared 90% to Berkshire Hathaway and 104 to the Company.
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Zn August 2001, Berkadia transferred $5, 540, 000, 000 in cash to FZNOVA Capital,
repzesenting the $5, 600, 000, 000 loan reduced by the funding fee of $60, 000, 000,
in exchange for a $5, 600, 000, 000 note from FZNOVA Capital and the FNV Shares.
Dnder GAAP, Berkadia was required to allocate the $5, 540, 000, 000 cash
transferred, reduced by the previously received $60, 000, 000 commitment fee,
between its investment in the Berkadia Loan and the FNV Shares, based upon the
relative fair values of the securities received Further, the fair value of the
FNV Shares was presumed to be equal to the trading price of the stock on the day
Berkadia received the FNV Shares, with only relatively' minor adjustments allowed
for transfer restrictions and the inability of the traded market price to
account for a large block transfer. The requirement to use the trading price as
the basis for the fair value estimate resulted in an initial book value for the
FNV Shares of $188,800, 000, which was far in excess of the $17,600, 000 aggregate
book net worth of FINOVA on the effective date of the Plan, and was inconsistent
with the Company's view that the FINOVA common stock has a very limited value
Based on this determination of fair value, Berkadia recorded an initial
investment in the FNV Shares of $188,800, 000 and in the Berkadia Loan of
$5, 291,200, 000. The allocation' of $188,800, 000 to the investment in the common
stock of FZNOVA, plus the $120, 000, 000 of cash fees received, were reflected as
a discount from the face amount of the Bez'kadia'loan. The discount was amortized
to income over the life of the Berkadia Loan under the effective interest
method.

During 2002, Berkadia gave its consent to FINOVA to use up to $300, 000, 000 of
cash to repurchase certain subordinated notes rather than make mandatory
prepayments of the Berkadia Loan. Zn consideration for its consent, FZNOVA and
Berkadia agreed that they would share equally in the net interest savings
resulting from any repurchase. The Company's share of the net interest savings
is reflected in the table below.

Subsequent to acquisition, Berkadia accounted for its investment in the FINOVA
common stock under the equity method of accounting During 2001, Berkadia
recorded its share of FZNOVA's losses in an amount that reduced Berkadia's
investment in FZNOVA's common stock to zero. Bezkadia's recognition of any
future FZNOVA losses was suspended at that time. Although the Company had no
cash investment in Berkadia, since it guaranteed 10% of the third party
financing provided to Bezkadia, the Company recorded its share of any losses
recorded by Berkadia, up to the amount of the Company's guarantee Berkadia
distributed all of its cash to its members during 2004 and has had no financial
statement activity since that distribution. For the years ended December 31,
2004 and 2003, the Company's equity in the income of Berkadia consists of the
following (in thousands):

2004 2003

sst interest spread oa ths Serkadia Loan - 10% of total
set interest savings
haottitation of 9ethadia Lee diecoont related to cash fess

90% of total
aaottieaticn Of asrhadia caen disoonat sainted to Fnt700

stock - 90\ of total

00nity in inoama of associated coapanies - zethadia

0
300

200

300

0 000

2, 4DD
2y000

29, 10D

49&700

0 79,200

The following table provides certain summarized data with zespect to Berkadia
for the years ended December 31, 2004 and 2003. (Amounts are in thousands. )
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2004 2003
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5. Discontinued opezationsl

WilTel

Zn Decembez 2005, the Company sold WilTel to Level 3 Communications, Inc
(sLevel 3a) for aggzegate cash consideration of $460, 300, 000 (net of estimated
working capital adjustments of approximately $25, 500, 000), and 115,000, 000 newly
issued shazes of Level 3 common stock. Zn connection with the sale, the Company
retained ceztain assets and liabilities of WilTel that were not puzchased by
Level 3. The retained assets include (i) wilTel ' s headquaztezs building
(including the adjacent parking gazage) located in Tulsa, Oklahoma, (ii) cash
and cash equivalents in excess of $100,000, 000, (iii) cozpoz'ate aircraft and
related capital lease obligations, and (iv) marketable securities. Zn addition,
the Company retained all of WilTel's right to receive certain cash payments from
SSC Cotmmlnications Inc. (aSBCs) totaling $236, 000, 000, of which $37, 500, 000 was
received prior to closing and the balance is due to be received duzing 2006
Prior to the closing, WilTel zepaid its long-term debt obligations using its
funds, together with $220, 000, 000 of funds advanced by the Company. The retained
liabilities also include WilTel' s defined benefit pension plan and supplemental
retirement plan obligatian and ceztain other employee related liabilities, The
agreement wi. th Level 3 requires that all parties make the appropriate filings to
treat the purchase of WilTel as a purchase of assets for federal, state and
local income and franchise tax purposes. As a result, WilTel's net operating tax
loss carzyfozwards (sNOLsa), as well as any tax losses generated by the sale,
remained with the Company. For maze information on the Company's NOLs. see Note
16.

The Company recorded a pre-tax gain on disposal of WilTel af $243, 800, 000. The
calculation of the gain on sale included: (1) the cash proceeds received from
Level 3, net of estimated working capital adjustments; (2) the fair value of the
Level 3 comman shares of $339,300, 000, based on the $2.95 pez share closing
pzice of Level 3 common stock immediately prior to closing; (3) the amount of
the SBC cash payments that had not been previously accrued prior to closing
($175,900,000); (4) an impairment charge for WilTel's headquarters building
described below; and (5) the net book value of the net assets sold and estimated
expenses and other costs related to the transaction.

The Company concluded that the change in the use of WilTel's former headquarters
facility to a pzopezty held for investment was a change in circumstances which
indicated that the carrying amount of the facility might not be recoverable. On
the closing date of the sale ta Level 3, the carrying amount af the facility was
$96, 500, 000; based on the assumptions discussed below the company concluded that
the carrying amount was not recoverable, and an impairment loss of $42, 400, 000
was recorded reducing the gain on disposal of discontinued operations. At
December 31, 2005, the new cost basis and carrying amount of the facility
reflected in other assets is $54, 100, 000.

The facility is a fifteen story, 740, 000 square foot office building located in
downtown Tulsa, Oklahoma foz which construction was substantially completed in
2001, with s total of approximately 640, 000 rentable square feet. Approximately
260, 000 square feet of the rentable space is leased to Level 3 under shozt-term
leases that expiz'e at the end of 2007, subject to Level 3 renewal options. Level
3 also has the right to vacate approximately 44, 000 square feet every six months
commencing July l. 2006, Approximately 23, 500 square feet are leased to another
tenant also undez a shozt-term lease that is subject to renewal options. The
building is considered to be Class A office space, and the Company believes that
the best value for the building would be obtained by selling the building to an
owner/occupant. The facility is being marketed for sale at a gross selling pzice
of $80, 000, 000, including furniture, fixtures and equipment.
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The Company uti1ized a discounted cash flow technique to determine the fair
value of the facility. In ozder to estimate the amount which could ultimately be
realized upon the sale of the facility, the Company had a mazket analysis
prepared of sales and leasing activity foz the downtown Tulsa market. The
analysis identified the range of historical selling prices foz properties of
comparable quality, including the age, size and occupancy rates of the
properties sold, properties currently available for sale or lease, current
market occupancy rates end recent leasing rates. Since the facility is being
marketed to an owner/occupant, the cash flow estimates reflect that it may take
from two to five years before a buyer is identified and the facility can be
sold. The cash flow estimates assume that Level 3 will only fulfill its minimum
rental commitment; the Company did not assume that space which is currently
vacant will be leased, which results in negative operating cash flow prior to
sale. The Company's cash flow estimates reflect a range of possible outcomes
since the timing of the sale and the ultimate price that the Company will
realize for the facility is uncertain.

During 2002, the Company acquired 47 44 of the outstanding common stock of
WilTel for aggregate cash consideration of $353, 900, 000, including expenses. In
Hovember 2003, the Company consummated an exchange offer and merger agreement
pursuant to which WilTel became a wholly-owned subsidiazy of the Company and
former WilTel public stockholders received an aggregate of 16, 734, 690 common
shares of the Company. The 2003 acquisition was who11y unrelated to the initial
acquisition in 2002; the Company's decision to acquire the remaining wilTel
shares was based upon developments subsequent to the initial 2002 purchase.
Prior to the merger, during 2003 the Company zecorded its share of WilTel's
losses under' the equity method of accounting in the amount of $52, 100,000; such
amount is reflected in the 2003 statement of operations in the caption equity in
income (losses) of associated companies,

The aggregate puzchase price foz the 2003 acquisition was approximately
$425, 300, 000, consisting of $422, 800, 000 of Leucadia common shares and cash
expenses of $2, 500, 000. The execution of the merger agreement on August 21, 2003
created a measurement date for accounting purposes that was used to determine
the per share value of the Leucadia common shares issued. The Company averaged
the closing prices of its common shares for the five business day period
commencing two business days before and ending two business days after the
merger agreement was executed. That avezage, $25.27 per share, was used to
calculate the aggregate value of the Leucadia common shares issued.

Waikiki Beach Hotel

In May 2005, the Company sold its 716-room Waikiki Beach hotel and related
assets for an aggregate purchase price of $107, 000, 000, before closing costs and
other requized payments After satisfaction of mortgage indebtedness on the
hotel of $22, 100, 000 at c1osing, the Company received net cash proceeds of
approximately $73, 000, 000, and recorded a pre-tax gain of $56, 600, 000 (reflected
in discontinued, oper'ations) . Historical operating results for the hotel are not
material.

WebLink Wizeless, Inc. ("WebLink")

In December 2002, the Company entered into an agreement to purchase certain debt
and equity securities of webLink, for an aggregate purchase price of
$19,000, 000. WebLink operated in the wireless messaging industry, providing
wireless data services and traditional paging services. In the fouzth quarter of
2oo3, webzink sold substantially all of its operating assets to Metrocall, Inc.
for 500, 000 shares of common stock of Metrocall, Inc. 's parent, Metrocall
Holdings, Inc. ("Metzocall'), an immediately exercisable warzant to purchase
25, 000 shares of common stock of Metrocall at $40 per share, and a warrant to
purchase up to 100,000 additional shares of Metzocall common stock at $40 per
share, subject to certain vesting criteria,

Based upon the market price of the Metrocall stock received and the fair value
of the warrants received as of the date of sale, the Company reported a pze-tax
gain on disposal of discontinued operations of $11,500, 000. The vesting cziteria
for the remaining wszzants were satisfied dui'ing 2004, and the Company zecorded
$2, 200, 000 as gain on disposal of discontinued operations (net of minority
interest), which represented the estimated fair value of the wazrsnts.
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During the fourth quarter of 2004, WebLink exercised all of its warrants and
subsequently tendered all of its Metrocall shares as part of a merger agreement
between Metrocall and Arch Wireless, Inc. WebLink received cash of $19,900, 000
and 675, 607 common shares of the new parent company (USA Mobility, Inc. , which
had a fair market value of $25, 000, 000 when received), resulting in a pre-tax
gain of $15,800, 000 that is included in net securities gains of continuing
operations, The Company's investment in the shares of USA Mobility at December
31, 2004 is classified as a non-current investment.

Other

In December 2005, the Company sold its interest in an Argentine shoe
manufacturer that had been acquired earlier in the year. Although there was no
material gain or loss on disposal, results of discontinued operations during
2005 include a pre-tax loss of $4, 400, 000.

In October 2004, the Company sold a commercial real estate property and
classified it as a discontinued operation. During the second quarter of 2004,
the Company recorded a non-cash charge of approximately $7, 100,000 to reduce the
carrying amount of this property to its estimated fair value. The Company
recorded an additional pre-tax loss of $600, 000 when the sale closed, resulting
principally from mortgage prepayment penalties incurred upon satisfaction of the
property's mortgage Operating results for this property were not material in
prior years.

In the fourth quarter of 2004, the Company sold its geothermal power business
and classified it as a discontinued operation. The Company received proceeds of
$14, 800, 000, net of closing costs, and recognized a pre-tax gain of $200, 000.

During 2003, the Company settled certain tax payment. responsibilities with the
purchaser of Colonial Penn Insurance Company. Income from discontinued
operations for the year ended December 31, 2003 includes a payment of $1,800, 000
from the purchaser to reimburse the Company for tax payments previously made.

A summary of the results of discontinued operations is as follows for the three
year period ended December 31, 2005 (in thousands):
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A summary of investments classified as current assets at December 31, 2005 and
2004 is as follows (in thousands):
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The amortized cost, gross unrealized gains and losses and estimated fair value
of available for sale investments classified as current assets at December 31,
2005 and 2004 are as follows (in thousands):
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Certain information with respect to trading securities at December 3l, 2005 and
2004 is as follows (in thousands):
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Other investments classified as trading securities principally include INTLIs
investment in a master fund.

A summary of non-current investments at December 3l, 2005 and 2004 is as follows
(in thousands):

F-22
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Other non-current investmenta include 5, 600, 000 common shares of Znmet, which
have a cost and carrying value of $78, 000, 000 at December 31, 2005, The unmet
shares have the benefit of a registration rights agreement; however, the shares
may not be sold until the earli. er of August 2009 or the date on which the
Company is no longer obligated under the guarantee of CLC's credit facilities.
At accpisition, the fair value of the Inmet common stock was determined to be
approximately cl0% of the then current trading price as a result of these
transferability restrictions. The Znmet shares will be carried at the initially
recorded value (unless there is an other than temporary impairment) until one
year prior to the termination of the transfer restrictions. At December 31,
200$, the market value of the Znmet shares is aPProximately $142r100, 000,

The amortized cost, gross unrealized gains and losses and estimated fair value
Of nOn-Current inveStmentS ClaSSified aS available fOr Sale at DeCember 31, 200S
and 2004 are as follows (in thousands):
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$ $25r716

26.$59
114,291

7, 610
1.5$6

166,172

316.50$

Equity securities I

~fatted stocks
Common stocks:

Banks, trusts and insurance Companies
Industrial. miscellaneous and all other

Total equity securities

993

91,154
55, 230

147, 377

423, 6$7

194, 620
10.868

305,4$8

247 r 182

l. , 77$

1,778

8 3,274
vasaasaaa

993

2$5, 774
64, 320

351.087

$ 667, 595
eaasaassse



6. Investments, continued:

The amortized cost and estimated fair value of non-current investments
classified as available fox' sale at, December 31, 2005, by contzactual maturity,
axe shown below. Expected maturities are likely to differ from contractual
maturities because borrowers may have the right to call or prepay obligations
with or without call or pxepayment penalties.

saorti sad
Cost

$stisated
Sair

value

(Zn thousands)

Due attar one year through 5iva years
nua attar tive years through tan years
Due attar ten years

Mortgage-hacked Seouxitias

140, $61
1$,585

744

3.60, 3.90
1$0,302

340, 492

177,331
1$,112

749

196,192
17$.421

$374, 613
rsssssrsrs

Non-current available, for sale ec(uity securities include 115,000, 000 shares of
Level 3 common stock received in connection with the sale of WilTel (see Note
5), with a cost of $339,300, 000 and an estimated fair value of $330, 100,000 at
December 31, 2005. Pursuant to a registration rights agreement entered into with
Level 3, Level 3 has filed a registration statement covering the shares and is
required to keep the registration statement effective for the shorter of two
years (or a longer period as set forth in the agreement), or until the
distxibution of the shares is completed. The Level 3 common stock is subject to
a transfex xestriction that limits the number of shazes the Company can sell
(with certain exceptions) on any given day until May 22, 2006; thereafter there
is no restriction.

During 2005, the Company sold all 375, 000 common shares of White Mountains
Insuzance Group, Ltd. (SWMIG") that it owned, and recozded a security gain of
$146, 000, 000. The Company purchased the shares in 2001 for $75, 000, 000; at
December 31, 2004 the investment in WMJG, which was classified as a non-current
available for sale security, had a market value of $242, 300, 000.

Net unrealized gains (losses) on investments were $(22, 400, 000), $153,200, 000
and $161,800, 000 at December 31, 2005, 2004 and 2003, respectively.
Reclassification adjustments included in comprehensive income for the three year
period ended Decembex 31, 2005 are as follows (in thousands):

2005 20O4 2003

Unreslixad holding gains (losses) arising during cha period, nst oi
tax prorisiOn Ot $0, $0 and $56, $96

Lass; raclassiticstion adiustnant tor (gains) losses included in net
income, nat ot tsx provision ot $0, $0 and 51,158

$12,707

(18$,2$4)

$ (26, 623)

16, 031.

105, 861

(2, 085)

get change in unrealixed gain on invastnante, nst ot tsx provision
ot $0, $o snd $55, 738 5 (175,577) $ (8, 592) $103,776

ssssssssss

The following table shows the Company's investments' gx'oss unrealized losses and
fair value, aggregated by investment category, all of which have been in a
continuous unrealized loss position for less than 12 months, at December 31,
2005 (in thousands):
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6. Investments, continued:

Description ot Securities Pair value
Unrealized
tosses

United States Qovarnaant and agencies
U.S. Governeent-Sponsored Snterprises
Nortgaga-hacked securities
Uosporete hoods
Narketahle eguity securities

Total teeporarily impaired securities

6 516,329
135.021
113,040
170,093
334g490

6 1i 271,773 6 13

597
359

, 567
, 9S5
g 410

g930

The unrealized losses on the securities issued by the United States Government
and agencies, the U. S. Government-Sponsored Enterprises and the moztgage-backed
securities were caused by interest rate incxeases and were considered to be
minor (approximately .1%, .3% and 1.4%, respectively) . The unrealized losses on
the securities issued by the United States Government and agencies relate to 14
securities which were purchased in 2005 and all of which mature in 2006. The
unrealized losses on the U. S. Government-Sponsored Enterprises relate to 20
securities which were primarily purchased in 2005 and all of which mature jn,
2006. The unrealized losses on the mortgage-backed securities (all of which are
issued by U. S. Government agencies and U. S. Government-Sponsored Enterprises)
relate to 27 securities substantially all of which were purchased in 2005. The
unrealized losses related to the corpox'ate bonds are not considered to be an
other than temporary impairment. This determination is based on a number of
factors including, but not limited to, the length of time and extent to which
the fair value has been less than cost, the financial condition and near term
prospects of the issuer, the reason for the decline in the fair value, changes
in fair value subsequent to the balance sheet date, and other factors specific
to the individual investment. The unrealized losses on marketable equity
securities primarily zelates to the Company's investment in Level 3 common stock
which was acquired in December 2005.

At December 31, 2005, the Company's investments which have been in a continuous
unrealized loss position for 12 months or longer are compzised of 16 securities
which had aggregate gross unrealized losses of approximately $600, 000 and an
aggregate fair value of approximately $60, 200, 000. These securities are
primarily mortgage-backed securities (all of which are issued by U, S. Government
agencies and U. S. Government-Sponsored Enterprises).

At Decembex 31, 2005, the aggregate carrying amount of the Company's investment
in equity securities that are accounted for undez the cost method totaled
$151,600, 000. Of this amount, $78, 000, 000 relates to the Company's investment in
the Inmet common shares, which had a market value in excess of the carrying
amount. The fair value of the remaining cost method securities was not estimated
as there wez'e no identified events oz changes in circumstances that may have a
significant advexse effect on the fair value and it was not practicable to
estimate the fair value of these investments.

At December 31, 2004, securities with book values aggregating $7, 100, 000 were on
deposit with various regulatory authorities. Securities with book values of
$12,300, 000 and $12, 100, 000 at December 31, 2005 and 2004, respectively,
collateralized cextain swap agreements, and securities with a book value of
$11,100, 000 and $11,000, 000 at December 31, 2005 and 2004, respectively,
collateralized certain debt obligations and a related letter of credit.
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7. Trade, Notes and Other Receivables, Net:

A summary of current trade, notes and other receivables, net at December 31,
2005 and 2004 is as follows (in thousands):

2005 2004

current trade, notes and otherreceivables, net:
Tends receivables (s)
Receivable from SSC (b)
federal incoes tam receivable
Receivable from Pershins
Receivable froa See lazoch
instalment loan receivables
Receivables related to securities
Receivables relatiuc to real estate activities
Other

alloesnce for doubtful accounts

Total current trade. aotes and other eaesivables, nat

$ 115,538
19$,500

16,636
1.257

35,3$7
5.602

15.393

392,313
(15 & 097)

3')7, 216

$73&639

3& $5$
71,294

2, 035
5.999
2, 9$$
8, 211

168, 024
(7, 790)

160,234

(a) Includes $10,700, 000 and $10,500, 000 as of December 31, 2005 and 2004,
respectively, from Symphony's largest customer.

(b) Represents amounts due from SBC of which $11,000, 000 was paid on January 4,
2006 and the balance is payable in ten equal monthly installments in
0'anuary 2006 through October 2006. See Note 5 for more information.

8. Intangible Assets, Net and Goodwill:

A summary of these assets at December 31, 2005 and 2004 is as fo]jows (in
thousands):

2005 2004

Intangibles &

Customer relationships. net of accumulated aeortisation of $6.686
aad $491

Trademarha and tradeaame, ust Of accumuiated smrtiaation of $26a
Softeare, uat of accumulated amortisatica Of $701
patents, net of accumulated amrtitation of $142
Other, net of accumulated amcreiaation of $1,4$$

Qoodeill

5$.911
4&340
4&399
2.18$
1,446

13,999

$5.0$3

1,472

i, 472

During 2005, in connection with the acquisitions of NSW, Idaho Timber and ATX,
the Company recorded customer relationship intangible assets and other
intangible assets which are being amortized. over their estimated useful lives,
and goodwill which is not being amortized. See Note 3 for more information. In
addition, during October 2005 the plastics manufacturing segment acquired the
manufacturing assets of a competitor for approximately $4, 300, 000, and allocated
$2, 900, 000 of the purchase price to customer relationships and $300, 000 to
trademarks. Such amounts are being amortized on a straight-line basis over 10
years. During 2004, the Company recorded $1,900, 000 of customer relationship
intangible assets in connection with an acquisition made by the plastics
manufacturing segment, which are heing amortized on a straight-line basis over
an average useful life of approximately three years.
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8. Intangible Assets, Net and Gooclwill, continuecll

Amortization expense on intangible assets was $8, 800, 000 for the year ended
December 31, 2005. The estimated aggregate future amortization expense for the
intangible assets for each of the next five years is as follows: 2006
$11,100, 0002 2007 - $9, 500, 000; 2008 - $8, 600, 000; 2009 - $8, 200, 000; and 2010
$7, 000, 000.

9. Other Assets;

A summary of non-current other assets at December 31, 2005 encl 2004 is as
fcllawS (in thOueanClS) 1

2005 2004

Real Estate
Ucag)optiasd daht expanse
Rasyrictad cash, (ptiocipally to sacgpa ootstsadihE letters of credits

of $23& 000& 000 acd $2& 000& 000)
Deposits
0)thar

S 166&188
17,993

27, 018
488

2$, 914

5 240, 601

5 234, 123
19&863

6.436
5&565
6, $$0

5 272, $67

Zn the fourth quarter of 2005, 711 Developer, LLC ("Square 711s), a 90% owned
subsidiary of the Company, entered into an agreement to sell its interest in 8
acres of unimproved land in Washington, D.C. for aggregate cash consideration of
$121,900, 000; the sale closed in February 2006. The land was acquired by the
Company in September 2003 for cash consideration of $53, 800, 000. After
satisfaction of mortgage indebtedness on the property of $32, 000, 000 and other
closing payments, the Company received net cash proceeds of approximately
$75, 7QQ, 000, and expects to record a pre-tax gain of approximately $48, 900, 000.

10. property, Equipment and Leasehold Improvements, Netl

A summary of property, equipment and leasehold improvements, net at December 31,
2005 and 2004 is as follows (in thousands):

Cepreuisale
117ea

)ia years) 3005 3004

Cuildiaga aud lesaehald isgraeossats
gashisery aad eguipaast
getvarh e&luipaaat
csrparate airsralt
aisiug prepertiaa aad edaaral rights
Cusputer eguipasat sad 90$tvsra
gsaaral elliue $ualitere sad listuree
Cuustrustiaa ia pragreee
other

assutllu14ted depraeiatiea Sad scortisatiaa

4 45
2-25

5 7
$-10
sya
5-7

3-13
gya

1 10

$136,460
93,740
14,524
07, 9$1

9, 530
0, 933
4,970
1,445

363,701
)13C, ') 60 )

6 121&363
71,CCC

05, 011
91.304
4, 195
6, 040
1.591
7 950

404, 490
l),$3 lcs)

$331,031
~ eeee ee

0 203, 330
eeeese\e

Xn January 2004, the Company exercised an option to sell two of its corporate
aircraft for total proceeds of approximately $38, 800, 000 The option was
received in connection with the purchase of two new corporate aircraft. The
Company completed the sales in July 2004, and reported a pre-tax gain of
$11,300, 000.



11. Trade payables, Expense Accruals and Other Non-Current Liabilities:

A summary of trade payables and expense accruals and other non-current
liabilities at December 31, 2005 and 2004 is as follows (in thousands):

2005 2004

Trade payables and expense accruals:
Trade payahles
5ayablss related to securities
Accrued compensation, severance and othea employee benet'its
Taxes other than income
Accrued interest payable
nue to Level 3
0th@K'

$26& 080
24&268

109,657
7, 22S

21, 997
25, 490
45, 058

259, 770

$ 14, 939
50, 569
51,403
4, 668

20, 572

25, 713

$ 167, 864

Other non-current liabilities;
Postretirnmsnt and postemploymsnt benefits
Pension liability
I.iabilities related to real estate activities
Other

$8,165
'73, 729
4, 334

35.665

$ 121.893

$8,633
61,982
6, 841

44, 219

$ 121,675

12. lndebtedness1

The principal amount, stated interest rate and maturity date of outstanding debt
at December 31, 2005 and 2004 are as follows (dollars in thousands).

2008 3004

saranr. Company D&drt:
senior Notes:

Nash credit facility
7 3/4'4 Senior Notes dus 3013, less debt discount of 5395 and 5431
78 Senior NOtea dua 2013, nat of debt pramiue of $1.009 and $1,105

Subordinated Notes:
8 I/48 Senior Subordinated Notes dua 2005
7 7/88 Senior Subordinated NOtae dus 2006, less debt discount cf $9 and 430
3 3/48 Convertible Senior Subordinated Nutea dua 3014
8.654 aunior Subcrdinatsd Oaferrabla Iatarest Debentures dua 2027

Subsidiary Debt:
nepurchsse agraameats
aircraft financing
Industrial Revenue scuds )with variable interest)
Cssital leases due 3006 through 3015 with s weighted average

interest rate of 13.18
Symphony credit agsaament
other dus 2006 thsough 2011 with a weighted average interest rata of 8, 58

Total debt
Icos & currant smturit isa

Long-term debt

5
99, 805

376, 009

31,667
350, 000

98, a00

92.094
43, 448
9, 815

10&101
37, 108
34.335

1,163,383
(175&884)

986, 718

5
99, 869

376&105

19,101
21, 656

350&000
98, 300

aa. , oaa
45, 54a
9, 813

7, 380
37, 690
45&933

1& 131&922
(64&799)

$1.087, 113
s



12. Indebtedness, continued:

Parent Company Debt;

At December 31, 2005, the Company had an unsecured hank credit facility of
$110,000, 000, which bears interest based on the Eurocurrency Rate or the prime
rate and matures in 2007, At December 31, 2005, no amounts were outstanding
under this bank credit facility

In April 2004, the ComPany sold $350, 000, 000 PrinciPal amount. of its 3 3/4%
Convertible Senior Subordinated Notes due 2014 in a private placement
transaction. The notes are convertible into the Company's common shares at
$45.93 per share at any time befox'e their maturity, subject to certain
restrictions contained in the notes, at a conversion rate of 21,7707 shares per
each $1, 000 principal amount of notes subject to adjustment (an aggregate of
7, 619,745 shares). The Company has a currently effective shelf registration
statement in respect of the notes and the common shares issuable upon conversion
of the notes.

In January 1997, the Company issued 8.65% trust issued preferred securities
(NTrups") of its wholly-owned subsidiary, Leucadia Capital Trust I (the
"Trust" ) . As a result of the implementation of SFAS 150, "Accounting for Certain
Financial Instruments with Characteristics of both Liabilities and Equity", the
Company began classifying the Trups as liabilities on July 1, 2003, and
classifies dividends accxued for these securities as interest expense. SFAS 150
did not permit restatement of prior period amounts to reflect the new
cl.aseification. In 2004, the Company liquidated the Trust and distiibuted to the
Trups holders the 8.65% Junior Subordinated Deferrable Interest Debentures held
by the Trust in exchange for their Trups securities. The distribution had no
effect on the total debt of. the Company.

Subsidiary Debt:

Debt due within one year includes $92, 100, 000 and $21, 000, 000 as of Decembex 31,
2005 and 2004, respectively, relating to repurchase agreements These fixed rate
repurchase agreements have a weighted average interest xate of approximately
3.958, mature at various dates through April 2006 and axe secured by investments
with a carrying value of $95, 100, 000.

During 2001, a subsidiary of the Company borrowed $53, 100, 000 secured by cextain
of its corporate aircraft. This debt. bears interest based on a floating xate,
requires monthly payments of principal and interest and matures in ten years.
The inteXeet rate at DeCember 31, 2005 was 8.4% The SubSidiary haS entered intO
an interest iate swap agreement for this financing, which fixed the intexest
rate at approximately 5.70, The subsidiary would have paid $700, 000 and
$2, 300, 000 at December 31, 2005 and 2004, respectively, if the swap were
terminated. Changes in interest rates in the future will change the amounts to
be received under the agreement, as well as interest to be paid under the
related variable debt obligation The Parent company has guaranteed this
financing.

Capital leases primarily consist of a sale-leaseback transaction related to
certain corporate aircx'aft originally entered into in May 2003, which was
amended in 2005 to among other matters extend the lease term through 2015.

Symphony has a $50, 000, 000 revolving credit facility, of which $27, 100, 000 and
$37, 700, 000 was outstanding at December 31, 2005 and 2004, respectively. This
financing, which is secured hy all of Symphony's assets hut otherwise is
non-recourse to the Company, matures in 2006 and beaxs interest based on LIBOR
plus 3.00%, At December 31, 2005, the interest rate on this facility was 7.39%.

Other subsidiary debt includes a mortgage financing related to Square 711 that
was repaid in connection with the sale of that property in February 2006. The
mortgage balance was $32, 000, 000 and $20, 000, 000 as of December 31, 2005 and
2004, respectively
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12. Indebtedness, continued.

The Company's debt instruments require maintenance of minimum Tangible Net
Worth, limit distributions to shareholders and limit Indebtedness and Funded
Debt, all as defined in the agzeements. In addition, the debt instruments
contain limitations on investments, liens, contingent obligations and certain
other matters. As of December 31, 2005, cash dividends of approximately
$556, 600, 000 would be eligible to be paid under the most xestzictive covenants.

All of Symphony's assets (with an aggregate book value of $55, 500, 000) are
pledged as collateral under Symphony's revolving credit facility. Property,
equipment and leasehold improvements of the plastics manufacturing division
(with a net book value of $4, 600, 000) are pledged as collateral for Industrial

Revenue Bonds; and $229, 600, 000 of other assets (primarily property and
investments) are pledged for other indebtedness aggregating $178, 100, 000. In
addition, the Industrial Revenue Bond obligation is collateralized by a letter
of credit which is fully collatez'alized by securities with a book value of
$11,100, 000.

Interest rate swap agreements were used to manage the potential impact of
changes in interest rates on customer banking deposits. Under interest rate swap
agxeements, the Company had agreed with other parties to pay fixed rate interest
amounts and receive variable rate inter'est amounts calculated by reference to a
notional amount. The variable interest rate poxtion of the swaps was a specified
LIBOR interest rate, These interest rate swaps expired in 2003.

Counterparties to interest rate and currency swap agreements are major financial
institutions, that management believes are able to fulfill their obligations.
Management believes any losses due to default by the counterpaz'ties are likely
to be immaterial.

The aggregate annual mandatory redemptions of debt during the five year period
ending December 31, 2010 are as follows (in thousands): 2006 - $175,700; 2007
$12, 900; 2008 - $4, 700; 2009 - $3, 000; and 2010 -. $3, 100,

The weighted avexage interest rate on short-texm borrowings (consisting of
customer banking deposits (at December' 31, 2004), repurchase agreements and
subsidiary revolving credit agreements) was 4.7% and 4.6% at December 31, 2005
and 2004, respectively.

13. Common Shares, Stock Options and Preferred Shaz'es:

Pursuant to shareholder approval, during the second quar'ter of 2005 the
Company's authorized common shares were increased to 300, 000, 000.

The Board of Directors from time to time has authorized acquisitions of the
Company's common shares. In December 1999, the Company's Board of Directors
increased to 6, 000, 000 the maximum number of shares that the Company is
authorized to purchase. During the thz'ee year period ended December 31, 2005,
the Company acquired 6, 071 common shares at an average price of $37.55 per
common shaxe, all in connection with employees exercising stock options. At
December 31, 2005, the Company is authorised to repurchase 3, 729, 477 common
shares.
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13. Common Shazes, Stock Options and preferzed Shares, continued:

In December 2002, the Company completed a private placement of approximately
$150, 000, 000 of equity securities, based on a commoaa share price of $23.50, to
mutual fund clients of Franklin Mutual Advisers, LLc, including the funds
comprising the Franklin Mutual Series Funds. The Company issued 4, 361,399 of the
Company's common shares and newly authorized Series A Non-Voting Convertible
pzeferred Stock, that were convezted into 2, 021, 580 common shares in March 2003.

The Company has a fixed stock option plan which provides for grants of options
or rights to non-employee directors and certain employees up to a maximum grant
of 450, 000 shares to any individual in a given taxable year The maximum number
of common shares which may be acquired through the exercise of options or rights
under this plan cannot exceed 1, 800, 000. The plan provides for the issuance of
stock options and stock appreciation rights at not less than the fair market
value of the underlying stock at the date of grant. Options generally become
exercisable in five equal annual instalments starting one year from date of
grant. No stock appreciation rights have been granted.

During the second quarter of 2000, pur'suant to shazeholder approval, warrants to
purchase 600, ooo common shares were issued to each of the company's Chairs(arl and
presiderlt The warrants were exercisable through May 15, 2005 at an exercise
price of $15.97 per common shaze (105% of the closing price of a common share on
the date of gzant) . In June 2004. Joseph S. Steinberg, president of the Company,
so]d all of his warrants to Jefferies 6 Company. Inc. ($Jefferiess) based on the
value of $33.33 per Leucadia share. In September 2004, Ian M. Cumming, Chairman
of the Board of the Company. and others (principally family members) sold
warrants to purchase 361,500 of the Company's common shares to Jefferies based
on a value of $36.67 per Leucadia share Jefferies exercised all of the warrants
during 2004. Additionally, in september 2004, Mr. Cummiaag and others
(principally family members) exercised warrants to purchase 238, 500 shares at an
exercise price of $15.97 per share. During 2004, the Company filed two
registration statements covering the shares owned by Jefferies and each were
effective for a thirty day period.

A sum(sary of activity with respect to the company's stock options for the three
years ended December 31, 2005 is as follows:

shares
0th jeet

te Optics

Seiphaed
aeerepa

Saereiee
pries e

Opt lees
SsetsiSahle
at Year-5$4

lvailahle
per peters

Oprhss
Greats

Salaase St Saraahsr 31, 3003

arear ed
Ssereised
Caaael104

039,$05

6.000
(70, 535)
(17,900)

510.1I

035.~9
5'16.06
519 10

133,310
~$$$$$$

0$7, 075
$$$$$$$$$$$

Salsara at (caresser 31, 1003

Greeted
Saeraisad
Csaealled

739, 100

'71'7, ~00
(165,150)
(1I,100)

010.35

SI3.35
017.3s
519.93

330, 913 F00, 975

Salaaee at Saraahsr 31, 3000

Greeted
Ssascised
Caaeelle(l

1,a77, 630

6.000
(a19,000)

(90,000)

533.73

030.00
517 09
$63.$1

35I,I30
~$$$$$$$$

179,0T0
~ $$$ $$$$$

$$1$$0$ at aesaahar 31. 3005 977, $30 035.19 1.01..s00 309,$75

The weighted-average fair value of the options gzanted was $8.58 per share for
2005, $8.29 per share for 2004 and $6.29 per share for 2003 as estimated on the
date of grant using the Black-Scholes option-pricing model with the following
assumptiorls( (1) expected volatility of 23 .6% for 2005, 19.lac foz 2004 and 29.9%
for 2003; (2) zisk-free interest rates of 3 8% for 2005, 3.3% for 2004 and 2.3%
for 2003; (3) expected lives of 4.3 years for 2005, 3 7 years for 2004 and 4 0
years for 2003) and (4) dividend yields of .7% for 2005, .4% for 2004 and .6%
for 2003.



13. Common Shares, Stock Options and Preferred Shares, continued:

The following table summarizes information about fixed stock options outstanding
at December 31, 200S 1

Options Outstanding Options Rxarcisahla

Range of
ExerCiae Prices

coason
shares

Suhgect
to Option

Weighted
Reerage

Raaaining
Contractual Life

Weighted
average
Exaxcise

Price

Comaoa
shares
Soho ace

to Option

Weighted
average
Exexcase
Price

$15.08
$20.49
$22. 09
623.49
$26. 69
631.11
$36.05
$43, 51

59g630
162,500

3.375
4, 125
4, 675
8, 625
6p000

828, 500

0.4 years
2 9 reals
0.4 years
1.4 years
2 4 years
3.4 years
4.4 years
5.0 yeses

$15.06
$20 49
$22. 09
S23.49
$25. 69
531..12
$36.05
$43.51

59s830
112,200

3.375
2, 625
1,875
1,979

$15.06
$20.49
$22. 09
$23 49
$25. 69
$31 11
$36.05
$43.51,

At December 31, 2005 and 2004, 1,237, 205 and 1,4S3, 005, respectively, of the
Company's common shares were reserved for stock options and 7, 619,745 of the
Company's common shares were reserved for the 3 3/4% Convertible Senior
Subordinated Notes. At December 31, 2003, 1,200, 000 of the Company's common
shares were reserved for warrants.

At December 31, 2005 and 2004, 6, 000, 000 of preferred shares (redeemable and
non-redeemable), par value $1 per share, were authorized and not issued.

14. Net Securities Gains:

The following summarizes net securities gains for each of the three years in the
period ended December 31, 2005 (in thousands);

2005 1004 2003

Ret real. ised gains oa securities
Write-dora of laeaataaats (a)
Eet uarealised gains (losses) oa trading securities

$212,258
(11,230)
(1,2 12)

8 206, 616

140.561
(4, 589)

572

8 138,564

15.737
(6.4s5)

676

S 9a 928

(a) Includes a provision to write down investments in certain avail, abl, e for
sale securities in 2005, 2004 and 2003 and an investment in a non-public
security in 2003.

Proceeds from sal, es of investments classified as available for sale were
$1,979,300, 000; $1,435, 900, 000 and $681, 900, 000 during 2005, 2004 and 2003,
respectively. Cross gains of $204, 600, 000, $135,900, 000 and $17,700, 000 and
gross losses of $2, 400, 000, $1,600, 000 and $2, 100,000 were realized on these
sales during 2005, 2004 and 2003, respectively.
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15 Other Results of Operations Information:

Investment and other income for each of the three years in the period ended
December 31, 2005 consists of the following (in thousands);

2009 2004 2003

Zntersst on short-team investsants
nividend inaame
znterest an fined maturit isa
fntersst on notes reasivahls
other iuvestaent iaaacm
saint on sale or foreclosure of real estate or other assets,

net of costs
nanking and landing, including gaina on sale ai loan pOrtfoliOe

ai $16,304 in 2004
Rental income
NK product aud service iaooms
Refund af foreiga taxes. uot hased on iaaoms, including accrued interest
It(cary revenues
other

7, 537
6, 817

46, 440
1,$$0
1,164

26. 136

299II.670
112

Ie, eee
2$, 723

149,840
SSSSSSSS

1,693
9.279

25, 606
945

1,749

46, 279

26, 341
23,176

993

13,$40
30,1$0

6 180,081
~ SSS\S

$2, 835
aa $59

13,633
4g 657
3, 605

24, 347

99, 091
20, 123
I, 44I
5, 295

13,839
31,660

$179,3$5

Taxes, other than income or payroll, amounted to $3, 600, 000, $2, 900, 000 and
$3, 300, 000 for the years ended Decembel' 31, 2005, 2004 and 2003, resPectively.

Advertising costs amounted to $2, 600, 000, $2, 100, 000 and $1,100, 000 for the
years ended December 31, 2005, 2004 and 2003, respectively.

16 Income Taxes:

The principal components of deferred taxes at December 31, 2005 and 2004 are as
follows (in thousands):

2005 a004

Deferred Tax Asset:
Securities valuation reserves
Property and equipment
Other assets
NOL carryover
Other liabilities
Discontinued operations

Valuation allomance

$ 46, 473
31,547
35, 224

1,870( 100
60, 622

2, 043, 966
(804, 829)

$ 18,614
7g 271

20, 450
1,456, 870

44, 469
789, 395

2, 337, 069
(2, 185,275)

Deferred Tax Liability:
Qnz'cali red gains on investments
Depreciation
Other

Wet deferred tax asset

1,239, 137

(21, 947)
(30, 241)
(51, 849)

(104, 037)

$1,135,100
SSSSSSSSS

151,794

(8a, eea)
(24, 293)
(44, 839)

(151,794)

$
SSS SSSSSS
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16 Income Taxes, continued:

As of December 31, 2005, the Company had consolidated federal NOLs of
$600, 000, 000, none of which expire pzior to 2023, that may be used to offset the
taxable income of any member of the Company's consolidated tax group. In
addition, the Company bas $4, 500, 000, 000 of federal NOLs, none of which expize
prior to 2015, that are only available to offset the taxable income of certain
subsidiaries, Capital loss cazzyforwards of $45, 000, 000, which expire in 2006
and 2007, and foreign NOLs of $6, 000, 000 are not zeflected in the table since
the Company does not expect it will be able to use the carzyfozwards before they
expire. The Company also has various state NOLs that expire at different times.
Uncertainties that may affect the utilization of the Company's tax attributes
include future operating results, tax law changes, rulings by taxing authorities
regarding whethez certain transactions aze taxable or deductible and expiration
of carryforward periods.

As of December 31, 2004, the Company carried a valuation allowance that fully
reserved for its net deferred tsx asset. because the Company could not
demonstrate it would have the future taxable income necessary to realize that
asset During 2005, as a result of the consummation of certain transactions and
ongoing operating profits, the Company prepared updated projections of future
taxable income. The Company's revised projections of future taxable income
enabled it to conclude that it is more likely than not that it will have future
taxable income sufficient to realize a portion of the Company's net deferzed tax
asset; accordingly, $1,135,100, 000 of the deferred tax valuation allowance was
reversed as a credit to income tax expense, In future years the Company will
record income tax provisions equal to its effective income tax rate, unless
there is a further adjustment to the valuation allowance

The Company's conclusion that a poztion of the deferred tax asset was more
likely than not to be realizable was strongly influenced by its historical
ability to generate significant amounts of taxable income. The Company's
estimate of future taxable income considered all available evidence, both
positive and negative, about its current operations and investments, included an
aggregation of individual projections for each material operation and investment
and included all future years that the Company estimated it would have available
NOLs Over the projection period, the Company assumed that its readily available
cash, cash equivalents and marketable securities would provide zetuzns
equivalent to the returns expected to be provided by the Company's existing
operations and investments, except for certain amounts assumed to be invested on
a short-term basis to meet the Company's liquidity needs. The Company believes
that its estimate of future taxable income is zeasonable but inherently
uncertain, and if its current or future operations and investments generate
taxable income greatez than the projected amounts, further adjustments to reduce
the valuation allowance are possible. Conversely, if the Company realizes
unforeseen material losses in the future, or its ability to generate future
taxable income necessary to realize a portion of the deferred tax asset is
materially zeduced, additions to the valuation allowance could be recorded.

The company's total comprehensive income in 2004 and 2003 enabled it to realize
certain acquired deferz'ed tax assets which had been fully resezved for at
acquisition. The zesulting reduction in the valuation allowance for deferred tax
assets ($22, 300, 000 in 2004 and $22, 500, 000 in 2003) was applied to reduce the
recorded amount of identifiable intangible assets to zero

Under certain circumstances, the ability to use the NoLs and future deductions
could be substantially reduced if certain changes in ownership were to occur In
order to reduce this possibility, the Company's certificate of incozporation
includes a chazter restriction that prohibits tzansfers of the Company's common
stock under certain circumstances.

The provision (benefit) for income taxes for each of the three yeazs in the
period ended December 31, 2005 was as follows, excluding amounts allocated to
equity in associated companies, trust pzeferred securities and discontinued
operations (in thousands):



16. Income Taxes, continued-

2005 2004 2003

State incone taxes
Pederal intone taxes:

Currant
Deferred

Reversal of valuation allowance
Currently payable foreign incoee taxes

The table halos racoacilas the expected statutory federal inoone tax to the
~ctual incoea tax benefit (in thousands);

S 3&804

(1,135,100)
214

S (le 131e 082)
$\$$$$$$

2005

9 3418

(31,143)
7, 242

291

9 (20, 192)
~$$ $$

2004

9 (909)

(10,666)
(23, 750)

173

9 (35, 174)
$$$$$

2003

gxpacted federal incoee tax
Stats income taxes, net of federal intone tax benefit
Reversal cf valuation allovance
ReSOlutiOn of tax «ontingenciea
Recognition of additional tax benefits
Peamanent dif fcreases
pedaral incona tax carryback refund
Recognition of acgaired gilrel federal tax benefits
Discontinued operations tax lass benefit
Other

Actual inccse tax benefit

48, 357
2, 473

(1,135 100)

(46.951)

139

S (1,333.082)

6 39,157
2, 222

(27,300)

(5.700)
(3,aaa)
(6 481)

(19,807)
1,575

(20, 192)

(2, 8'76)
945

(24. 407)
(6, 998)

(lg 438)

6 (35, 174)

Reflected above as recognition of additional tax benefits and resolution of tax
contingencies are reductions to the Company's income tax provision for the
favorable resolution of certain federal and state income tax contingencies. The
Internal Revenue Service has completed its audit of the Company's consolidated
federal income tax returns for the years 1996 through 1999, without any material
payment required from the Company.

The statute of limitations with respect to the Company's federal income returns
have expired for all years through 2001. Prior to May 2001, WilTel was included
in the COnSOlidated federal inaame taX return Of itS fOXmer parent, The WilliamS
Companies Inc. («Williamss). Pursuant to a tax settlement agreement between
WilTel and Williams, the Company has no liability for any audit adjustments made
to Williams' consolidated tax returns; however, adjustments to Williams' prior
years tax returns could effect certain of the Company's tax attributes that
impact the calculation of alternative minimum taxable income

17. Pension Plans and Postretirement Benefits:

The information presented below for defined benefit pension plans is presented
separately for the Company's plans and the plans formerly administered by
WilTel. Pursuant to the WilTel sale agreement the responsibility for WilTel's
defined benefit pension plans was retained by the Company. The Company presents
the information separately since the WilTel plan's investment strategies,
assumptions and results are significantly different than those of the company,

The Company:

Prior to 1999, the Company maintained defined benefit pension plans covering
employees of certain units who also met age and service requirements Effective
December 31, 1998, the Company froze its defined benefit pension plans. A

summaxy of activity with respect to the Company's defined benefit pension plan
fox 2005 and 2004 is as follows (in thousands):



17. pension Plans snd Postretirement Benefits, continued:

2005 2004

Projected Benefit Obligation:
projected benefit obligation at January 1,
Interest cost (a)
Actuarial loss
Benefits paid

projected benefit obligation at December 31.

Change in Plan Aesets:
pair value of plan assets at January 1,
Actual return on plea assets
Employer contributions
Benefits paid
Administrative expenses

Pair value of plan assets at December 31,

Funded Status
Unrecognized prior service cost
UnrecogniZed net lass from experience differenCes and

*ssumptian changes

Net amount recognised

S 58, 286
2, 951
2, 314

(5,428)

$58,123

S 47, 643
1,375

(5,428)
(114)

S 43&476
SRR RSRSSR

$ (14, 647)
48

21,828

$ 7, 229
ssrssrssss

S 55, 079
3, 173
S, 263

(5, 229)

$58,286
SSSRSRSS

52, 444
555

(5, 229)
(127)

$ 47, 643
Ssssrr

$ (10,643)
50

20, 651

$ 10,058
SSSSSSSRSR

(a) Includes charges to expense of $900, 000 and $800, 000 for 2005 and 2004,
respectively, relating to discontinued operations obligations.

As of December 31, 2005 and 2004, $21, 800, 000 and $20, 700, 000, respectively, of
the net amount recognized in the consolidated balance sheet was reflected as a
charge to accumulated other comprehensive income and $14,600, 000 and
$10,600, 000, respectively, was reflected as accrued pension cost. Since the
Company froze its defined benefit pension plan, the accumulated benefit
obligation is the same as the projected benefit obligation. No employer
contributions are expected to be made in 2006 related to the Company's defined
benefit pension plan,

Pension expense related to the defined benefit pension plan charged to
operations included the following components (in thousands):

2005 2004 2003

Interest Coat
Sspactad return an plan assets
Actuarial loss
Amortization of prior aazvica coat

sat pension aapanse

6 2, 045
(905)
848

3

1&991
Sass\SR

3, 191
(1,019)

653

$1,821

1.247
(1,94 7)

356
3

561

At December 31, 2005, the plan's assets consist of U. S. government and agencies
bonds (43%), investment grade bonds (24%), cash equivalents (32%) and other
(18) . At December 31, 2004, the plan's assets consisted of U. S government and
agencies bonds (37%), U. S. Government-Sponsored Enterprises (6%), investment
grade bonds (28%) and cash equivalents (29%) .
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17. Pension Plalls aILd Postretir'ement Benefits, continued:

The defined benefit pension plan assets are invested in short-term investment
grade fixed income investments in order to maximize the value of its invested
assets by minimizing exposure to changes in market interest rates. This
investment strategy provides the Company with more flexibility in managing the
plan should interest rates rise and result in a decrease in the discounted value
of benefit obligations. The current investment strategy substantially requires
investments in investment grade securities, and a final average maturity target
for the portfolio of one and one-half years and a one year maximum duration.

To develop the assumption for the expected long-term rate of return on plan
assets, the Company considered the following underlying assumptions: 2% current
expected inflation, 1% real rate of return for risk-free investments (primarily
U. S. government and agency bonds) for the target duration and .25% default risk
premium for the portion of the portfolio invested in non-U. S. government and
agency bonds. The combination of these underlying assumptions resulted in the
selection of the 3.25% expected. long-term rate of return assumption for 2005.
Because pension expense includes the cost of expected plan administrative
expenses, the 3.25% assumption is not reduced for such expenses.

Several subsidiaries provide certain health care and other benefits to certain
retired employees under plans which are currently unfunded. The Company pays the
cost of postretirement benefits as they are incurred. Amounts charged to expense
were not material in each of the three years ended December' 31, 2005.

A summary of activity with respect to the Company's postretirement plans for
2005 and 2004 is as follows (in thousands):

2005 aOO4

Accumulated postretirement benefit obligation at Jenuar)& 1,
Interest cost
Contributions h)& plan participants
Actuarial Loss
menefits paid

Accumulated postretirement benefit obligation at December 31,
Unrecognized prior service cost
Unrecognized net actuarial gain

Accrued postretirement benefit obligation

$ 4, 715
247
167
aa4

(580)

4, 773
387
640

$ 5, 800

$4, 4aa
277
155
732

(871)

4& 715
476
922

$6, 113

The Company expects to spend $400, 000 on postretirement benefits during 2006. At
December 31, 2005, the assumed health care cost trend rate for 2006 used in
measuring the accumulated postretirement benefit obligation is 9% and, at
December 31, 2004, such rate for 2005. was 10%. At December 31, 2005 and 2004,
the assumed health care cost trend rates were assumed to decline to an ultimate
rate of 5% by 2013 Zf the health care cost trend rates were increased or
decreased by 1%, the accumulated postretirement obligation as of December 31,
2005 would have increased or' decreased hy $200, 000. The effect of these changes
on interest cost for 2005 would he immaterial.
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17, pension plans and postretirement Benefits, continued:

The Company uses a December 31 measurement date for its plans, The assumptions
used relating to the defined benefit plan and postretirement plans are as
follows:

1005 2004

pension gansfits Other Senef its
2005 1004

Discount rate used to detezaine
haaefit obligation at Ds«saber 31,

Naightad-average zssulzptians used ta dataznine
net cost far years ended Dsaezeer 31:

Discount rate
Srpected long-trna return on plan assets

4, $7$

5,25$
3.2S$

5,25$

5.75%
3.25%

5.25$

S,2SS
g/5

5.25$

6.00\
g/)t

The discount rate was selected to result in an estimated projected benefit
obligation on a plan termination basis, using current rates for annuity
settlements and lump sum payments weighted for the assumed elections of
participants.

The following benefit payments are expected to be paid (in thousands)

pension ganef its Other eeuef its

2006
2007
200$
2009
3010
2011 - 2015

$ 4, 593
4, 377
4, 567
4, 704
4.054

11,547

427
426
427
430
415

1,$11

WilTel:

Effective on the date of sale, the Company froge WilTel's defined benefit
pension plans, A summary of activity with respect to the plans for 2005 and 3OOd
is as follows (in thousands):

1005 1004

projected ganef it Obligation:
projected benefit obligation at beginning af period
tntarest cost
service cost
Actuarial loss
Curtaileent gain
nanafita paid

projected hzneiit abligation at Decaabar 31,

8 147, SSS
9, 410
4, 812

19,75$
(2, 334)
(3,1$0)

$ 1$6,054

6 129.912
7, $29
3r9$0
9.112

(1,945)

147, SSS

Change in plan Sssetsr
pair value of plan assets at beginning of period
actual return on plan assets
Isployer contrihutiaas
ganef its paid

Fair value of plan assets at Deceabez' 31,

$74 r 601
4r S15

21.769
(3 r 2$0)

97, 905

$87r 761
6, 002
3r 753

(2r 945)

$74, 601

pundad Status
Ucracagaized nct actasrial loss

Nst aaaunt reaognized

5 (ee. 149)
40, 739

$ {47,410)
%$

(73,2$7)
14,571

8 (5$,715)
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17. pension plans and postretirement Benefits, continued-

Since the Company fx'oze the WilTel plans, the accumulated benefit obligation is
the same as the px'ojected benefit obligation as of December 31, 2005. As of
December 31, 2004, the accumulated benefit obligation for the plan was
$147, 600, 000. As of December 31, 2005 and 2004, $40, 700, 000 and $14,300, 000,
reSpeCtiVely, Of the net amOunt reCOgnized 133 the COnSOlidated balanoe Sheet waS
reflected .as a charge to accumulated other comprehensive income and $88, 1oo, ooo
and $73, 300, 000, respectively, was reflected as accrued pension cost.

Employer contributions expected to be paid to the plan in 2006 are $29, 100, 000.

Pension expense for the WilTel plans charged to results of discontinued
operations included the following components (in thousands):

3005 3004

~r 6, 3003
(date 00 acquisitica)
to Dacaobar 31, 3003

Zotarast cost
Service cost
Sxpacta6 raturn oa plea assets
actuarial loss

Net passion expaose

9g 410
4. 613

(6, 509)
1,953

10,466

9, 839
3,980

(Sg 391)
46

6.464

1,035
535

(640)

8 1,010

The plans' assets consist of equity securities (70%), debt securities (28%1 and
cash equivalents (2%) at December 31, 2005. At December 31, 2004, the plans'
assets consisted of equity securities (71%), debt securities (19%) and cash
equivalents (10%)

The investment objectives of the plans emphasize long-term capital appreciation
as a primary source of return and current income as a supplementary source.

In connection with freezing the plan, the Company is reviewing the target
allocation, which currently is as follows:

Equity securities=
Large cap stocks
Small cap stocks
International stocks

Target

40%
10%
20%

Total equity securities
Fixed income/bonds

70%
30%

Total 100%

Investment perfoxmance objectives are based upon a benchmark index or mix of
indices over a market cycle. The investment strategy designates certain
investment restrictions for domestic equities, international equities and fixed
income securities. These restrictions include the following:

o For domestic equities, there will generally be no more than 5% of any
manager's portfolio at market in any one company and no more than 150%
of any one sector of the appropriate index for any manager' s
portfolio. Restrictions are also designated on outstanding market
value of any one company at 5% fox large to medium equities and 8() for
small to medium equities.
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17. pension plans and Postretirement Benefits, continued:

o For international equities, there will be no more than 8% in any one
company in a manager's portfolio, no fewer than three countries in a
manager's portfolio, no more than 10% of the portfolio in countries
not represented in the BAFE index, no more than 150% of any one sector
of the appropriate index and no currency hedging is permitted.

o Fixed income securities will all be rated BBB- or better at the time
of purchase, there will be no more than 8% at market in any one
security (U.S. government and agency positions excluded), no more than
a 30-year maturity in any one security and investments in standard
collateralized mortgage obligations aze limited to securities that are
currently paying interest, receiving principal, do not contain
leverage and are limited to 10% of the market value of the portfolio.

The assumption foz the expected long-term rate of return on plan assets
considered historical returns and future expectations, including a more
conservative expectation of future returns mnd asset allocation targets as the
participant population grows closer to retirement age. Based on this
information, a 7.08 expected long-term rate of return on plan assets was
selected for 2005 and 2004.

The measurement date for WilTel's plans is December 31. The assumptions used for
2005 and 2004 are as follows:

Pensj. on Bansfats

2005 2004

Weighted-average assumptions used to determine
benefit obligation at December 31:

Discount rats
Rate of compensation increase

Weightsd-avsrage assumptions used to determine
nst cost for the period ended December 31:

Discount rate
Expected long-term return on plan assets
Rate of compensation increase

5 ' 40%
3.50%

5.75t
7.00%
3-50%

5.75%
3.50%

6.00%
7.00%
3.50%

The timing of expected future benefit payments was used in conjunction with the
Citigroup Pension Discount Cuzve to develop a discount rate that is
representative of the high quality corporate bond market, adjusted for current
rates which might be available foz annuity settlements.

The following pension benefit payments are expected to be paid (in thousands)

2006
2007
2008
2009
2010
2011 - 2015

$ 3, 309
2, 926
3, 381
2, 911
3, 396

22, 976

The Company and its consolidated subsidiaries have defined contribution pension
plans covering certain employees. Contributions and costs are a percent of each
covered employee's salary Amounts charged to expense related to such plans were
$1,700, 000, $1,400, 000 and $1,300, 000 for the years ended December 31, 2005,
2004 and 2003, respectively.
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18. Commitments:

The Company and its subsidiaries rent office space and office equipment undez
noncancellable operating leases with terms varying principally from one to
twenty years. Rental expense (net of sublease zental income and unfavorable
contract amortization) was $8, 100, 000 in 2005, $7, 600, 000 in 2004 and $5, 900, 000
in 2003. Futuze minimum annual rentals (exclusive of month-to-month leases, zeal
estate taxes, maintenance and certain other charges) under these leases at
December 31, 2005 aze as follows (in thousands):

2006
2007
2008
2009
2010
Thezeaftez'

$ 10,415
9, 340
7, 127
5, 642
3, 615
7, 862

Less: sublease income
44, 001
(5.785)

$ 38, 216
Xl R W R

Zn connection with the sale of certain subsidiazies and certain non-recouz'se
financings, the Company has made or guaranteed the accuracy of certain
zepzesentatians, No material loss is expeated in connection with such matters.

pursuant to an agreement that was entered into before the Company sold CDS to
HomeFed in 2002, the Company agreed to provide project improvement bonds for the
San Elijo Hills project. These bonds, which are for the benefit of the City of
San Marcos, California and other government agencies are requized prior to the
commencement of any development at the project. CDS is responsible for paying
all third pazty fees related to obtaining the bonds. Should the City or othezs
draw on the bonds for any reason, CDS and ane of its subsidiaries would be
Obligated ta reimbuZSe the COmPany fOZ' the amaunt dZawn. At December 31, 2005,
$29, 500, 000 was outstanding undez these bonds, $800, 000 of whiah expizes in 2006
and the remainder thereafter.

Symphony is limited by debt agreements in the amount of dividends and other
transfers of funds that are available to the Company. Principally as a result of
such restrictions, the net assets of subsidiaries which are subject to
limitations on transfer of funds to the Company weze approximately $8, 800, 000 at
December 31, 2005.

19. Litigation:

The Company and its subsidiaries are parties to legal proceedings that are
considered to be either ordinary, routine 1itigation incidental to their
business or not material to the Company's consolidated financial position. The
Company does not believe that any of the foregoing actions will have a material
adverse effect on its consolidated financial position or liquidity.

20. Earnings (Loss) Pez Common Share:

For the year ended December 31, 2005, the numerators for basic and diluted per
share computations for income from continuing operations were $1,224, 100,000 and
$1,238, 300, 000, respectively. Poz the year ended December 31, 2004, the
numeratozs for basic and diluted per share computations for income fz'om
continuing operations were $208, 500, 000 end $214, 800, 000, zespectively. The
calculations for diluted earnings (loss) pez shaze assumes the 3 3/4%
Convertible Notes had been converted into common shares for the periods they
were outstanding and earnings increased fo» the interest on such notes.



20. Earnings (Loss) Per Common Share, continued:

For the year ended Decembez' 31, 2003, there were no differences in the
numerators fox' the basis and diluted per share computations for income from
continuing opezations; the numerator was $101,100,000. The denominators for
basic per share computations were 10I, I65, 000, 106,692, 000 and 91,896, 000 for
2005, 2004 and 2003, respectively. The denominators for diluted per share
computations reflect the dilutive effect of 252, 000, 779, 000 and 656, 000 options
and warrants for 2005, 2004 and 2003, respectively (the treasury stock method
was used fox these calculations), and 7, 620, 000 and 5, 275, 000 shares related to
the 3 3/4% Convertible Notes for 2005 and 2004, respectively,

21. Fair Value of Financial Instruments:

The following table presents fair value information about certain financial
instruments, whether or not recognized on the balance sheet. Fair values are
determined as described below. These techniques are significantly affected by
the assumptions used, including the discount rate and estimates of future cash
flows. The fair value amounts presented do not purport to represent and should
not be considered representative of the underlying "market" or franchise value
of the Company. The methods and assumptions used to estimate the fair values of
each class of the financial instruments described below are as follows:

(a) Investments: The fair values of marketable equity securities, fixed
maturity securities and investments held for trading purposes (which
include securities sold not owned) are substantially based on quoted maz'ket
prices, as disclosed in Note 6. The fair value of the Company's investment
in the unmet common shares, all of which are restricted as discussed in
Note 6, is based on quoted market prices. The fair values of the Company's
other equity securities that are accounted for under the cost method
(aggxegating $73, 600, 000) weze not pzacticable to estimate; the fair values

were assumed to be the caxz'ying amount.

(b) Cash and cash equivalents: For cash equivalents, the carrying amount
approximates fair value.

(c) Notes receivables: The fair values of variable rate notes receivable are
estimated to be the carrying amount.

(d) Loan receivables of banking and lending subsidiaries: The carrying amount
approximates faiz value.

(e) Customer banking deposits: At December 31, 2004, the fair value of customer
banking deposits is estimated using rates curxently offered for deposits of
similar remaining maturities.

(f) Long-term and other indebtedness: The fair values of non-vaziable rate debt
are estimated using quoted market prices and estimated rates which would be
available to the Company for debt with similar texms, The fair value of
variable xate debt is estimated to be the carrying amount.

(g) Dez'ivative instruments: The fair values of the interest rate swap and
cuzrency rate swap agreements are based on rates currently available for
similar agreements.



2I. Fair Value of Financial Instxuments, continued:.

The carrying amounts and estimated fair values of the Company's financial
instruments at December 31, 2005 and 2004 are as. follows (in thousands):

Cazryitu3
8sount

2005

Paiz
Value

Carrying
Jlaount

2004

Pair
value

Pinancial assets:
Znvesteents:

Current
Non-current

Cash and cash equivalents
Notes zeceivable:

Current
Non-current

Loan receivables o5 hankinc and lendinc
subsidiary, net ot allovanca:
Current
Non-current

6, 413
3,187

6,413
3, 1$7

Zg056
1,376

lg056
lp376

5 1,323, 562 5 1,323,562
917,327 1,041.446
386, 957 386,957

3 1.084, 745
718,326
277.23$

1,697

1i 733
l.g625

5 1.084 ~ 745
718,326
277.23$

1,697

1,733
1,625

Pinancial hiahilitias:
Custoecr hankioc depoSita:

Currant
Non current.

Debt:
Current
Non-current

$ecuzities sold not owned

Derivative Znstzusents:
Znterest rate sways
Poreign currency swaps

175, 664
9$4, 718

24g368

(671)
(2, 546)

176,062
1,038, 252

24, 266

(671)
(2.5461

18.472
6,119

64.199
1e067s133

50,569

(2g342)
(5'.87$)

18,658
6,251

65,201
1,180&371

50.569

(2g342)
(5.878)

22. Segment Information:

The Company'a repoxtable segments consist of ita operating units, which offer
different products and services and are managed separately. The Company's
manufacturing opexationa are conducted through Idaho Timber and its plastics
manufacturing segment. Idaho Timber primaxily remanufactures, manufactures
and/or distributes wood products. The Company's plastics manufacturing
operations manufacture and market lightweight plastic netting used foz a variety
of purposes. The Company's healthcare sexvices operations provide physical,
occupational and speech therapy services, healthcare staffing services and
Medicare consulting services. The Company's telecommunications opexations are
principally conducted through ATX, an integrated communications provider that
offers a wide range of telecommunication services in the Mid-Atlantic region of
the United States, The Company's domestic real estate operations consist of a
variety of commex'cial properties, residential land development projects and
other unimpxoved land, all in various stages of development and all available
for sale. Other operations primarily consist of the Company's wineries and
residual banking and lending activities that are in run-off.
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22. Segment Information, continued:

Associated companies include equity interests in entities that the Company
accounts for on the equity method of accounting. Investments in associated
companies include CLC, Olympus, Berkadia, HomeFed, JPOF II and EagleRock, Both
JpOF II and EagleRock are entities engaged in investing and/or securities
transactions activities.

corporate assets primarily consist of investments and cash and cash equivalents
and corporate revenues primarily consist of investment income and securities
gains and losses. Corporate assets, revenues, overhead expenses and interest
expense are not allocated to the operating units. The Company has a
manufacturing facility located in Belgium, which is the only foreign opexation
with non-U. S. revenue or assets that the Company consolidates, and it is not
material. In addition to its investment in Bermuda-based Olympus, the Company
owns 36% of the principal electxic utility in Barbados, and an interest, through
its 30% ownexship of CLC, in a copper deposit in Spain. From time to time the
Company invests in the securities of non-U. S. entities ox' in investment
partnerships that invest in non-U. S. securities.

Certain information concerning the Company's segments for 2005, 2004 and 2003 is
pxesented in the following table Consolidated subsidiaries are reflected as pf
the date of acquisition, which was September 2003 for Symphony, April 2005 for
ATX and Nay 2005 for Idaho Timber. Associated Companies are only reflected in
the table below under identifiable assets employed.
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22. Segment Information, continued:

2005 2004

(Za millions)

2003

Raveauas aad Other income (a)
Nanuf act Uzrug .

Idaho Timbez
Plastics

Haalzhcsre services
Telecoaaaunicstioas
Doaastic leal Estate
Other Operations
COrporats (b)

Tntsl coasolidatsd revenues aad other income

$ 239.0
93.6

239.9
111.4
29, 8
59.1

268.3

9 1,841.1

6
64. 4

258. 4

63.5
70.8

180.9

6 638, 0
m

5
54 ~ 1
71.1

50.4
95.6
42. 5

313.7

Income (loss) from continuing operations before iacome taxes, aiaority expanse
of trust preferred securities and equity in iacoae (losses) of associated
companies:
Nanuf actuzing:

Idaho Timber
Plastics

Healthcaze services
Telacosaruaicatioas
Doesstic Real Estate
Other oparat ioae
Corporate (b)
Rlimiaatioa (c)

6 8.2
14.2
3.3

(1.9)
4.1
6.1

101.9
2, 3

9
7.9
5.1

20, 7
18.6
59.6

9
4.4

(2.3)

18.1
9.1

(37.51

Total consolidated income (loss) f~ coatinuiag operations beiora iaceme
texas, minority eapansa of tzust preferred
securities aad equity i,a income (losses) of associated companies 138.2 111.9 $ (8.2)

Zdeatifiahla assets employed:
manufacturing:

Idaha Timber
Plastics

Healthcare services
Tslecommuaicat icos
Doamstic Real Estate
Other Opezaticae
Invsstmaats ia Asaoo lated Companiea
Corporate
Aseeta of discontinued oparatians

162.7
81.9
55.5
88 S

182.7
252.0
3')5.5

4, 062.0

$
50.4
65.6

253.2
403.7
460. 8

2r070 ~ 1
1&496,6

$
50.8
54.6

275.8
sos, 5
430.9

1.456.9
1,622.4

Total consolidated assets 5, 260.9 9 4.800.4 4.397.2



22. Segment Information, continued:

(a) Revenues and othex income for each segment include amounts for services
rendered and products sold, as well as segment reported amounts classified
as investment and other income and net securities gains (losses) on the
Company's consolidated statements of operations.

(b) Net securities gains for Corporate aggregated $199,500, 000 and $123,100,000
during 2005 and 2004, respectively, which pximarily resulted from the sale
of publicly traded debt and equity securities that had been classified as
available for sale securities. Security gains in 2005 include a gain from
the sale of WMZG of $146, 000, 000. Fox' 2005 and 2004, security gains include
provisions of $12,200, 000 and $4, 600, 000, respectively, to write down
investments in certain available for sale securities. For 2003, security
gains include a provision of $6, 500, 000 to write down investments in
certain available for sale securities and an investment in a non-public
security. The write downs of the available for sale securities resulted
fxom declines in market value determined to be other than temporary.

(c) Eliminates services purchased by ATX from WilTel and recorded as a cost of
sales by ATX.

(d) For the yeax's ended December 31, 2005, 2004 and 2003, income (loss) from
continuing operations has been reduced by depreciation and amoxtization
expenses of $41,300, 000, $29, 400, 000 and $29, 100, 000, respectively; such
amounts are primarily comprised of Corporate ($10, 700, 000, $11,400, 000 and
$11,700, 000, respectively), manufactux'ing ($14,200, 000, $5, 200, 000 and
$4, 700, 000, respectively), other operations ($5, 500, 000, $6, 900, 000 and
$7, 800, 000, respectively) and telecommunications ($7,500, 000 in 2005).
Depxeciation and amortization expenses for other segments are not material.

(e) For the years ended December 31, 2005, 2004 and 2003, income (loss) from
continuing operations has been reduced by interest expense of $68, 400, 000,
$62, 700, 000 and $37, 900, 000, respectively; such amounts are primarily
comprised of Corporate ($63,200, 000, $55, 300, 000 and $26, 000, 000,
respectively), healthcare services ($2, 800, 000, $2, 200, 000 and $600, 000,
respectively) and banking and lending, which is included in other
operations ($1,100,000, $2, 700, 000 and $8, 800, 000, xespectively) . Interest
expense fox' other segments is not material.
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23. Selected Quarterly Financial Data (Unaudited)

Zirst
((usrtar

Gecond Third Fourth
Cuartar quarter ()carter

(Zn thousands, except psr share amounts)

2005:
xeeanues and other income

Income (loss) «rcm continuing operations

Inccme «rOm dieocntinuad operations, nat of taxes

Gain on disposal of discontinued operations, nat of taxes

Net income

Nasic eaznings (loss) yer common shaze:
Income (loss) from continuing operations
Income from discontinued operations
Gain cn disposal of discontinued oparatioos

Net income

number ci shares used in calculation

121,295

(6.695)

9,308

$$
2, 613

sssasass

$ (.06).08

8 .02

107, 609

$258, 665

$ 1.205, 266

$11,267

8 54, 578
$$ aaa
$ l.271, 111

$11.20
.10
.51

$11.81

107, 652

$ 343e265
aaaaas
$ 47, 229

$ 56, 755

$130
ass
$104,114

$$$

$.44.53

$.97

107.797

317,922

(21,688)

34.227

245, 664
~s saaaaas
$ 258, 203
sssaasssaa

$(.20).32
2.27

82.39

107,983

Diluted aaznings (loss) yez cosmos share:
Income (loss) «rom continuing operations
Zucose from discontinued operations
Csin on disposal of discontinued oyarations

Net incoae

Numher Of Shares used in CaltulatiOn

$(.06)
.08

.02

107,609

$10,44
.10
.47

$11.03

113,313

.44.49

$ .93

115,664

$ (.20).32
2.27

$2.39

107,983

2004:
Xerenues and other inccam

Zucome «rom continuing oyezat iona

Income (loss) from discontinued operations, net of taxes

Cain (loss) on disposal of discontinued operations, oet of taxes

Net incoae (loss)

$124 ~ 083

23, 438

8 (35, 390)
$$$$$$$$
$

8 (11,952)

$173,009

$60, 895

$ (29, 157)
\\aaaaass

'1, 237

8 33.975

$ 202, 653
sass
$ 78.601
$$$$$
6 (4 g 037)

saassas

$ 74, 564

$138,217
sasssssss
$45g 615

s ssa
3, 722

6 (424)

48, 913

Susie earnings (loss) per comeon shaza:
Income from continuing operations
ZnCOma (1OSS) free diaCOntinued operations
Caiu (loss) on disyosal of discontinued oyarations

Nat income (loca)

Numher of shares used in calculation

$ .22
(.33)

8 (.11)
~s

106,a7a

$ .57
(.27)
.02

8 .32
$$$

106, 32 0

8 .74
(.04)

$ .70
ssaaa

106,717

8 .43
-03

.46

107.404

Diluted earnings (loss) per common share:
Income «rom continuing operations
income (loss) from discontinued operations
Csin (loss) on disposal of discontinued operations

Net incoee (loss)

)anther Of aharaa uaed in Caltulation

8
(.33)

$ .11
~sass

106, 272
$$$$$$$

.55
(.25)
.02

$ .32
~$$$

112,948

$ .70
(.03)

8 .67
$$$$$

115,072

.41.03

8 .44

115g560
$$$$$

Income from continuing operations includes credits to income tax expense of
$1,100, 000, 000 and $25, 100,000 for the second and third quarters of 2005,
respectively, resulting from reversals of the deferred income tax valuation
allowance.



23. Selected Quarterly Financial Data (Unaudited), continued:

The Internal Revenue Service has completed the audit of the Company's
consolidated federal income tax returns for the years 1996 through 1999, without
any material tax payment required from the Company. Income taxes reflect a
benefit for the favorable xesolution of certain income tax contingencies for
which the Company had pre~iously established reserves of $27, 300, 000 in the
third quarter of 2004. In addition, ' the fourth quarter of 2004 reflects a
benefit to record a federal income tax carryback refund of $2, 900, 000,

In 2005 and 2004, the tota1s of quarterly per share amounts do not equal annual
per share amounts because of changes in outstanding shares during the year.



Schedule ZI — Valuation and Qualifying Accounts
LEUCADIA NATIONAL CORPORATION AND SUBSIDIARIES
For the years ended December 31, 2005, 2004 and 2003
(Zn thousands)

Deaorigtion

Salaace at
naginning
of Period

Charged
to Costa

and
Expanses

edditi one

Recoveries Other
grits
Off e

Deductions

Sale of
Receivables

$s lance
at 2nd

of Period

2005
?san receivables of
hacking and lending
suhsi&1arias

Trade, notes and other
receivables 4$$ 7, 995

946 $ (323) $90 $

5, 215

$177 $

5, 701

8 $536
1.4, 896

Total allosanca for
doubtful accounts 8.434 5 7, 672 5 234 5, 215 5, 878 $245 $ 15,432

ss I

Dafazrsd tax asset
valuation alloeance $2.185,275

$$$$$$$$$$
$
$$$$$$$$$

$--
$$$$$$$

$
$$$$$$$$$$

$
$$$$$$$

$ $1,380,446(a) 8 eOe. e29

2004
loan receivables of
banking and leading
subsidiaries

Trade, notes and other
receivables 2, 268 4, 967 4.e6o

S 24, 236 $ (8,301) $11,215 $ $11,331 $14.873

4.607

$946
7,488

Total alloeanca for
doubrful accounts $ 26.504 $ (3,334) $16,075 $15,938 $14, 873 8

$$$$
$ 8,434

$$

Deferred tax asset
valuation allosance $2, 237,753 S-- 52, 478(h) $2, 185,275

2003
?san receivables of

banking and landing
subsidiaries

made, notes and other
receivables

$ 31,848 16,411

3.319

$12,175

123

$ $36 g 19$

2, 057

8 $24 g 236

2, 268

Total allosence for
doubtful accounts 8 32, 731 6 19,730 $12,29$ $ $38,255 $ 26, 504

Deferred tax asset
valuation al, lcoanca 49.551

$$$$$$ s\$\$
8
s

$2.229, 709 (c) 8 $ S 41e507 (d) $2, 237, 753

(a) During 2005, as a result of the consummation of certain transactions
and ongoing operating profits, the Company prepared updated
projections of future taxable income, The Company's revised
projections of future taxable income enabled it to conclude that it is
more likely than not that it will have future taxable income
sufficient to realize a portion of the Company's net deferred tax
asset; accordingly, $1, 135,100,000 of the deferred tax valuation
allowance was reversed as a credit to income tax expense.
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(b) Principally results from the recognition of acquired tax benefits, of
which $22, 300, 000 was applied to reduce the carrying amount of
acquired non-current intangible assets to zero, $3, 900, 000 resulted
from a carryback refund claim and $6, 500, 000 resulted from the use of
acquired tax attributes to offset the federal income tax provision
that would have otherwise been recorded during 2004

(c) Additions represent acquired tax benefits, for which the Company
established a full valuation allowance at acquisition since the
Company was not able to demonstrate that it was more likely than not
that it will be able to realize such tax benefits.

(d) Principally results from the recognition of acquired tax benefits of
$22, 500, 000, which was applied to reduce the carrying amount of
acquired non-current intangible assets and a reclassification to other
liabilities.
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Report of Independent Registered Public Accounting Firm

The Stockholder
WilTel Communications Group, Znc.

We have audited the accompanying consolidated statements of operations,
stockholders' equity (deficit), and cash flows of WilTel Communications Group,
Inc. , for the period from January l, 2003 to November 5, 2003. These financial
statements are the responsibility of the Company's management, Our
responsibility is to express an opinion on these financial statements based on
our audit.

We conducted our audit in accordance with auditing standards of the Public
Company Accounting Oversight Board (United States) . Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our
audit provides a reasonable basis for our opinion.

Zn our opinion, the financial statements referxed to above present fairly,
in all material respects, the consolidated results of operations and cash flows
of WilTel Communications Group, Inc. for the period from January 1, 2003 to
November 5, 2003, in confoxmity with U. S. generally accepted accounting
principles.

Ernst & Young LLP

Tulsa, Oklahoma
February 20, 2004



WILTBL CONMONICATI QNS GROUP I INC
CONSOLIDATED STATEM2Ãl OF OPERATIONS

Period from
January 1,

2003 through
November 5,

2003

(Zn thousands, except per share amounts)

Revenues
Operating expenses:

Cost of sales
Selling, general and administrative.
Provision for doubtful accounts.
Depreciation and amortization,

Other income, net

.$ 1,111,415

901,293
145, 580

4, 199
208, 480

(1,298)

Total operating expenses

Loss from operations
Interest accrued.
Interest and other investment income.
Minority interest in loss of consolidated subsidiary. . .
Gain on sale of consolidated subsidiary.
Other income, net

1,258, 254

(146,839)
(34, 708)

4, 010'
2, 378

21, 089
45, 347

Loss before income taxes
Provision for income taxes.

(108,723)
(23)

Net loss.

Basic and diluted loss per share

Weighted average shares outstanding

(108,746)
aaaaag m

$ (2.17)
aa mmmmaemm

50, 000

See accompanying notes.



WILTEL COMNUNZCATIONS GROUP, ZÃC.
CONSOLj:DATED STATEMENT OP STOCKHOLDERS' EQUITY (DEPj:CIT)

Capital in
process af

Par Value
sooumulated
Deficit

(Zn thousands)

Accumulated
Other

Comprehensive
ZnoOme (Lees) Total

malancs. Ossuary 1, 2003
net loss.
Other comprehensive lass:

parsipn currency traaslation edjustamnts, ,
minimum pension liahility ad)ustment, .....
Comprehensive lass. .

palanoe, November 5, 2003.

500

8 500

749, 500

5 749, 500

(83., 049)
(108,746)

(189,795)
4

780

(781)
(888)

8 (859)

889, 731
(108,746)

(781)
(858)

(110,185)

575, 548

See accompanying notes,



WILTEL COMMUNICATIONS GROUP, INC.

CONSOLIDATED STATEMENT OF CASH FLOWS

Period from
January 1,

2003 through
November 5,

2003

(In thousands)

Operating activities
Net loss. . . .
Adjustments to reconcile net loss to net cash

provided by (used in) operating activities:
Depreciation and amortization
Provision for doubtful accounts
Gain on sales of property and other assets
Minority interest in loss of consolidated subsidiary. .
Gain on sale of consolidated subsidiary. .
Cash provided by (used in) changes in:

Receivables
Prepaid and other current assets.
Accounts payable
Current deferred revenue
Accrued liabilities
Long-term deferred revenue
Other

Net cash used in operating activities
Financing activities
Payments on and purchase of long-term debt

Net cash used in financing activities.

(108,746)

208, 480
4, 199

(1,502)
(2, 378)

(21, 089)

(39, 003)
(37, 686)
16/766
(7, 339)

(26, 288)
(25/453)
(1,967)

(42, 006)

(20, 098)

(20, 098)



WILTEL COMMUNICATIONS GROUP, INC.

CONSOLIDATED STATEMENT OF CASH FLOWS — (Continued)

Period from
January 1,

2003 through
November 5,

2003

(In thousands)

Investing activities
Property, plant and equipment:

Capital expenditures
Proceeds from net tax refunds, settlements and sales.
Changes in accrued liabilities, .

Proceeds from sale of consolidated subsidiary.
Restricted investments.

Net cash used in investing activities,

Decrease in cash and cash equivalents.
Cash and cash equivalents at beginning of period.

Cash and cash equivalents at end of period

(47, 530)
32, 671

(12,533)
19,575

(13,081)

(20, 898)

(83,002)
291,288

208, 286

See accompanying notes.



WZLTEI CONNUNZCATZQNS GROUP, ZNC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Leucadia Exchange Offer -- Basis of Presentation -- Summary of Significant
Accounting Policies

Leucadia Exchange Offer

Effective November 6, 2003, wilTel Communications Group, Znc, (»WilTel»)
and Leucadia National Cozporation (»Leucadia") consummated an exchange offer and
a merger agreement pursuant to which all WilTel stockholders received 0 4242 of
a Leucadia common share for each share of WilTel common stock. Leucadia issued
11,156,460 of its common shares in exchange for all of the WilTel common shares
that it did not previously own. Upon completion of the back-end merger, wilTel
ceased to be a public company and began to be consolidated by Leucadia effective
November 6, 2003,

The merger agreement also provided that WilTel stockholders receive
contingent sale rights, which entitle WilTel stockholders to additional Leucadia
common shares if Leucadia sells substantially all af WilTel's assets or
outstanding shares of capital stock prior to October 15, 2004, or consummstes
such a sale at a later date if the sale agreement was entered into pri, or to
August 21, 2004, and in either case, the net proceeds exceed the valuation
ascribed to WilTel's equity in the merger transaction.

Basis of Presentation

WilTel emerged from bankruptcy on October 15, 2002. puz'suant to the
provisions of Statement of Position ( soP") 90-7, Financial Reporting by
Entities in Reorganization under the Bankruptcy Code, » WilTel adapted the
provisions of fresh start accounting on October 31, 2002 Under fresh start
accounting the net z'eozgsnization value of the Company was allocated among the
Company's individual assets and li.abilities based on their relative fair value.

2003 Pzesentation

The financial statements presented for 2003 are for the period from Januazy
1, 2003 through November 5, 2003, which represents the results of operations and
cash flows prior to the acquisition by Leucadia.

Summary of Significant Accounting Policies

Use of Estimates

The preparation of, financial statements in confozmity with generally
accepted accounting principles requires management to make estimates and
assumptions that affect the reported amounts in the financial statements and
disclosures of contingent assets and liabilities, On an on-going basis, the
Campany evaluates all of these estimates and assumptions. Actual results could
differ fram those estimates.

Principles af consolidatian

The consolidated financial statements include the accounts of the Campany
and its majority-owned subsidiaries. Zn addition, the Campany also consolidated
a subsidiary that it controlled but owned less than 50% of the voting common
stock, until it was sold in 2003 (see Note 3) .
Revenue Recognition

Network

Capacity, transmission, video services and other telecommunications
services revenues are recognized monthly as the sezvices are provided or
revenues are earned. If at the time sezvices are rendered collection is nat
reasonably assured either due to credit risk, the potential for billing
disputes, or other reasons, revenue is not recognized until such contingencies



WILTEL COMMUNICATIONS GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

are resolved. Amounts billed in advance of the service month are recorded as
deferzed revenue. Paymeuts received for the installation of conduit under joint
build constzuction contracts aze generally recorded as a recovery of the
applicable construction costs. Revenues under multiple element contracts are
recognized based on the respective fair values of each individual element within
the multiple element contract. Revenues fzom conduit and duct sales are
recognized at time of delivery and acceptance and when all significant
contractual obligations have been satisfied and collection is reasonably
assured.

Grants of indefeasible zights of use, oz IRUs, of constructed but unlit
fiber, or dark fiber, in exchange foz cash, aze accounted for as operating
leases, since the company's ZRUs generally do not transfer title to the fibers
under lease to the lessee. If title is transfezred to the lessee, the
transaction would be accounted for as a sales-type lease.

Cost of sales includes operating and maintenance costs, leased capacity,
right-of-way costs, access charges, other third party ciz'cuit costs, satellite
transponder lease costs, and package delivery costs and blank tape media costs
zelated to ads distzibution services. Operating and maintenance costs include
the costs of network management functions and personnel that provide network
fault indication, perfozmance information. data and diagnosis functions, field
operations, network planning and engineerj. ng as well as the cost of contract
maintenance. wilTel does not defer installation costs.

The Company has entered into transactions such as buying, selliag, swapping
and/or exchanging capacity, conduit and fiber to complete and compliment its
network. . Depending upon the terms of the agzeement, certain transactions are
accounted for as pure asset swaps with no revenue and no cast recognition while
certain transactions are accounted for as both zevenue and cost over the
corresponding length of time for each agreement. If the exchange is not
essentially the culmination of an earning process, accounting for an exchange of
a nonmonetazy asset is based on the recorded amount of the nonmonetary asset
relinquished, and therefore no revenue and cost is recorded in accordance with
Accounting Principles Board ("APB") Opinion No. 29 Examples of transactions
cited by ApB Opinion No. 29 that are not the culmination of the earnings process
include exchange of productive assets for similar productive assets or for an
equivalent interest in similar productive assets.

Revenues that have been defezred for long-tezm service contracts are
amortized using the stzaight-line method over the life af the related contzact.
The Company classifies as current the amount of deferred revenue that will be
zecognised into revenue ovez the next twelve months.

Revenues that have been deferred for long-term service contracts that are
subsequently terminated or included as part of an overall settlement agreement
have been recognized in other income.

Transmission and video services revenues are recognized monthly as the
sezvices are provided Amounts billed in advance of the service month are
recorded as deferred revenue.

Provision far Doubtful Accounts

A provision for doubtful accounts is recorded when the collectibility of a
specific customer's receivable balance becomes at risk due to a deterioration in
the customer's fjnancial condition or evidence that recovery of the past due
zeceivabls balance is unlikely. In addition, the Company maintains a general
reserve based on past collection history. An accounts receivable balance is
written-off against the allowance for doubtful accounts when reasonable
collection efforts have been exhausted and the balance is deemed worthless.



WILTEL COMMUNICATIONS GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Depreciation Expense

Depreciation is computed primarily on the straight-line method over
estimated useful lives with the exception of assets acquired through capital
leases, which are depreciated over the lesser of the estimated useful lives or
the term of the lease.

Income Taxes

Prior to the spin-off of WCG from TWC in April 2001, WCG's operations were
included in TWC's consolidated federal income tax return. A tax sharing
agreement existed . between WCG and. TWC to allocate and settle among themselves
the consolidated federal income tax liability. Deferred income taxes were
allocated from TWC using the liability method and were provided on all temporary
differences between the financial basis and allocated tax basis of WCG's assets
and liabilities. Valuation allowances were established to reduce deferred tax
assets to an amount that was more likely than not be realized.

Effective with the spin-off of WCG from TWC in April 2001, the existing tax
sharing agreement with TWC was amended to address pre spin-off tax attributes.
Under the amendment, TWC retained all rights and obligations with respect to tax
attributes of WCG for all periods prior to WCG's initial public offering. In the
event of any final detezmination with respect to a WCG tax attzibute that arose
from the time of WCG's initial public offering to the date of the spin-off of
WCG from TWC, WCG would pay TWC for any determination resulting in a detriment
as compared to previous amounts filed and TWC would pay WCG for any
detezmination resulting in favorable tax consequences as compared to amounts
filed. Tax attzibutes of WCG arising subsequent to the spin-off date are rights
and obligations of WCG, The tax sharing agreement was further amended in July
2002 by the Tax Cooperation Agreement, which provides that upon emergence fzom
bankruptcy WCG has no responsibility for indemnification of TWC for pre-spinoff
tax items.

Income taxes are provided based on the liability method of accounting.
Deferred income taxes are provided for the expected future tax consequences of
temporary differences between the basis of assets and liabilities reported for
financial and tax purposes.

Loss Per Share

The Company's basic loss per share is based on the sum of the average
number of common shares outstanding and deferred shares, if any. Diluted loss
per share includes any dilutive effect of stock options and convertible
pzeferred stock. For WilTel, the basic and diluted loss per share is the same as
it does not have any dilutive securities outstanding.



WILTEL COMMUNICATIONS GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Foxeign Currency Translation

The functional currency of the Company is the U. S, dollar. Generally, the
functional cuz'rency of the Company's foreign operations is the applicable local
currency for each foreign subsidiary. Assets and liabilities of foreign
subsidiaries are translated at the spot rate in effect at the applicable
reporting date, and the combined statements of operations are translated at the
average exchange rates in effect during the applicable period. The resulting
cumulative translation adjustment is recorded as a separate component of other
comprehensive income.

Transactions denominated in currencies other. than the functional currency
are recorded based on exchange rates at the time such transactions arise.
Subsequent changes in exchange rates result in transaction gains and losses,
which are reflected in the statement of opexations.

Recently Issued Accounting Standards

In December 2003, the Financial Accounting Standards Board issued SFAS No.
132 "Employers' Disclosures about Pensions and Other Postretirement Benefits"
(&'SPAS 132R"), which is effective for financial statements with fiscal yeazs
ending after Decembez 15, 2003. The Company has adopted SPAS 132R, which
requires additional disclosures to those required in the original Statement 132.

2. Segment Disclosuxes

The Company's reportable segments are Network and Vyvx.

Network owns or leases and operates a nationwide intez'-city fiber-optic
network. Network has also built a fibex-optic network within certain cities in
the U. S. and has the ability to connect to networks outside the U. S. , including
Asia, Australia, Canada, Euzope, Guam, Mexico and New Zealand. Network provides
Internet, data, voice and video services to companies that use high-capacity and
high-speed telecommunications in their businesses. Network sells its products to
the wholesale carrier and enterprise market segments, and many of its most
significant customers provide retail telecommunications services to consumers
and business enterprises. Network also o'ffex's rights of use in dark fiber, which
is fiber that it installs but for which it does not provide communications
transmission services. Network also provides space and power to collocation
customers at network centers and a variety of professional and managed services
to customers including network design and construction, network management and
network monitoring or surveillance.

Vyvx transmits audio and video pzogramming for its customers over Network's
fiber-optic network and via satellite. Vyvx tx'ansmits live traditional broadcast
and cable television events from the site of the event to the network control
centers of the broadcasters of the event. In addition, Vyvx provides an
integrated satellite and fiber-optic network based service to transmit live
content from remote locations to its customers. Vyvx also distributes
advertising spots and syndicated programming to radio and television stations
thxoughout the U. S. , both electronically and in physical foxm. . Customers for
these services can utilize a network-based method for aggregating, managing,
storing and distributing content owners and right holders,
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The COmpany eValuateS perfcrmanCe baaed upOn Segment prcfit (lOSS) fram
operations, which represents earnings before interest, income taxes,
depreciation and amortization and other unusual or non-cash items, such as asset
impairments and restructuring charges, equity earnings or losses and minority
interest. A reconciliation of segment lass from operations to loss from
operations is provided below. Intercompany sales are generally accounted for as
if the sales were to unaffiliated third parties. The following tables present
certain financial information concerning the Company's reportable segments.

Network Vyvx Eliminations

(1n thousands)

Total

Period from January 1, 2003 through
November 5, 2003

Revenues:
Capacity and other.
Zntercampany.

$ 1,005, 175
21,865

$ 106,240 $
(21,885)

$1,111,415

Total segment revenues 1, 021, 060 $106,240 $ (21,885) $1,111,415

Costs of sales;
Capacity and other.
Zntercampany

Total cost af sales

856, 110

$856,110
RRR SSSS

45, 183
21,885

$ 67, 068
RRRSRR RRSR

(21,885)

8 (21,885)
RSRR RRRR

901,293

901,293

Segment profit&
Znccsse (loss) fram operations
Adjustments to reconcile income (loss)

from operations to segment profit:
Depreciation and amortisstian. ...... 196,230 12,250

(150,710) $3,871 $ $ (146.8391

208, 480

Segment profit

Mditions ta long-lived assets. ,

$ 45&520
S RRRRSRSS.$ 45, 772

$16,121 $
RRRR— RRSSR$1,758

$61 641
RSSRSRSRRRS$47, 530

10
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The following geographic area data includes revenues from external
customers based on origin of services rendered January 1, 2003 through November
5, 2003.

Revenues from external customers:
United States
Other. .

Total

1,062, 387
49, 028

1,111,415

For the period from January 1, 2003 through November 5, 2003, one of
Netwoxk's customers exceeded 104 of the Company's revenue with sales of
approximately $552 million.

3. Gain on Sale of Consolidated Subsidiary

The net assets of PowerTel, a consolidated subsidiary, were assumed to have
minimal value based on assessments by management and its financial advisor
assisting with the potential sale of the Company's ownership interest in
powerTel. Important elements of that assessment included PowerTel's struggles to
maintain compliance with its bank covenants, and the assessment that
improvements in market conditions or improved operations during the periods
fallowing fresh start, neither which could be predicted with certainty, would be
required in order to ascribe a higher value.

In. August 2003, market conditions improved such that WilTel successfully
entered into agreements ta sell its ownership interest in PowerTel. WilTel sold
its common and preferred stock interest to TVG Consolidation Holdings SPRL fox'
20 million Australian dollars (or $13.1 million). Zn addition, WilTel also
settled its intercampany receivable from PowerTel for 10 million Australian
dollars (or $6.5 million). The proceeds from the sale of the PowerTel stock were
placed in a restricted bank account pursuant ta the terms af agreements related
to the Company's One Technology Notes outstanding. Accordingly, the Company has
classified the restricted investments ($13.1 million as of November 5, 2003) as
other noncurrent assets, The sale resulted in a non-recurring gain of $21.1
millian. Net loss attxibutable to PowerTel was $1.6 million for the period ended
November 5, 2003.

4. Other Income, Net

Other income, net af $45. 3 million for the period from January 1, 2003
through November 5, 2003 includes non-recurring, non-operating settlement gains
of $28.5 million related to the termination of various agreements. As a resu'lt
of the termination of the agreements, the Company will no longer be required to
perform the contractual obligations that were the basis for the recoxding of the
deferred revenue performance obligations. In addition, other income, net
includes $16.8 million of non-recurring, non-aperating gains primarily related
to the termination of arrangements pxeviously accrued as unfavorable cammitments
and recoveries of various receivables previously written off.

11
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5. Provision for Income Taxes

Ths provision for income taxes includes:

Period from
January 1, 2003

through
November 5,

2003

Current:
Psderal.
State.

Def erred:
Pederal ..
State.

(In thousands)

23)

(23)

Total provision for income taxes. . 23)

The U.S . and foreign components of loss before income taxes are as
follows:

Period from
January 1, 2003

through
November 5,

2003

(In thousands)

United States,
Pcreign.

Total loss before income taxes. .

$(127,993)
19,270

$(109,723)

The Company's undistributed earnings from non U S- subsidiaries in 2003
have been accounted for as if fully repatriated.

Reconciliation of the benefit from income taxes at the federal statutory
rate to the provision for income taxes are as follows:

Period from
January 1, 2003

through
November 5,

2003

Benefit at statutory rate.
Increases (reductions) resulting from:

State incosm taxes.
Foreigh operations.
Non-deductible reorganisation expenses. .
Va1uation allowance adjustments
Other-- net

Provision for income taxes.

(Zn thousands)

.$38, 053

(15)
6.745

(1,750)
(42, 913)

(143)

$ (23)

12
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As of Novembez 5, 2003, the Company had $3 3 billion of federal net
operating losses, of which $859.9 million, $1.2 billion, $535.2 million and
$647, 0 million exPire in 2019, 2020, 2021 and 2022, zesPectively, and $402, 3
million of estimated capital loss carzyforwards, of which $209.3 million, $88.5
million, $0.9 million, $34.0 million and $69.7 million will expize in 2003,
2004, 2005, 2006 and 2007, respectively, and $222. 9 million of foreign net
operating losses as well as various state net operating losses that expire at
various dates, Valuation allowances have been established that fully reserve the
net deferred tax assets. Uncertainties that may affect the utilization of the
loss carryforwazds include futuze operating results, tax law changes, rulings by
taxing authorities regarding whether certain transactions are taxable oz
deductible and expiration of carzyforward periods, The valuation allowance
Change fOZ the pericd fZOm January 1, 2003 thrOugh NOVember 5, 2003 WaS an
increase of $50.1 million.

zf the Company had filed a separate federal income tax return for all
periods presented, the tax provision would have been unchanged.

6 Employee Benefit Plans

Pension and othez Postretirement Benefit Plans

WilTel provides both funded and unfunded noncontributory defined benefit
pension plans to substantially all of its employees who were employed prior to
April 24, 2001. The funded pension plan provides defined benefits based on
amounts credited to employees on a cash balance formula. The formula takes into
account age, compensation, social-security-wage base and benefit service with
the company, An additional unfunded, unqualified pension plan is offered to
pension plan participants with earnings in excess of $200, 000,

WilTel also has an unfunded other postretizement benefit plan covering
employees who were employed prior to January 1, 1992. This health care plan is
contributory with participants ' contributions ad)usted annually. Benefits are
paid to eligible employees with 10 years of service and aged 55 years or older
when leaving the company,

Components of Net Peziodic Benefit Cost

The following tables present net pension expense and other postretirement
benefit expense foz the WilTel Plans.

Period from
January 1, 2003

through
November 5,

2003

(In thousands)

Components of net period pension expense;
Service cost.
Interest cost
Expected return on plan assets.

Net peziodic pension expense

Total pension cost

Additional inf ozmation:
Increase in, minimum liability included in other

comprehensive income (bef ore taxes)

.$5, 090
6, 556

(3,688)

7, 958

$ 7, 958
%&m

$ 658

13
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Period fzom
january 1, 2003

through
Navembez 5,

2003

(In thout)ands)

Components of net peziodic postretizement
Service cast.
Interest cost
Recognised net actuarial (gain) lass

Total poatretirement cost

benefit expense:
$ 111

92
(15)

$155

Assumptions

The following aze the weighted-average assumptions utilized to detezmine
net peziodic pension benefit cost foz the period ended November 5, 2003:

Net Periodic Pension Benefit Cost

Discount rate.
Expected return on plan assets
Rate of compensation inczease

6.75%
7.00%
3.50%

The general approach for determining the expected long-tenn
rate-of-zeturn-on-assets assumption is ta review the asset allocation targets
and their corresponding historic weighted-average retuzns and adjust those rates
as necessary to properly reflect capital market expectations With the aid of a
computer model, average returns, average volatility, correlations of asset
classes to each other, and minimum and maximum allocation constraints were
analyzed over several historic periods (the period 1926-2001, post-war period
1952-2001 and the ten yearS tO DeCembeZ 2001) . These hiatariC returne Were then
adjusted in ozder to reflect a maze conservative expectation of future zetuzns
and asset allocation targets reflective of the closed pazticipant population
growing closer to retirement age.

The following aze the weighted-average assumptions utili zed to determine
net periodic other postretizt:ment benefit cast for the period ended November 5,
2003:

Discount rate

Othez Post Retirement Benefits

.6.75%

The various nonpension pastretirement benefit p1ans which WilTel sponsors
provide for retiree contributions and contain ather cost-sharing features such
as deductibles snd coinsurance. The accounting for these plans anticipates
future cost-shazing changes to the written plans that are consistent with
WilTel's expressed intent to increase the retiree contribution rate generally in
line with health care cost inczeases. ,

The health care cost trend rate assumption has a significant effect on the
amounts reported. A one-percentage-paint change in assumed health care cost
trend rates would have the following effects:

1-t restage-toiat
Xserease &tease

) ta baasaads)

tttae aa total at service sad t))ttrest asst ~s t t S (4)
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Pension Plan Contributions

WilTel expects to contribute $5 million to its pension plan in 2004.

Def ined Contribution Plan

Beginning January 1, 2001, the Company established and
maintain a defined contx'ibution plan for its employees. Priox.
2001, the Company's employees were included in various defined
plans maintained by TWC (OThe Williams Companies" ). The Company's
to these plans were $5.3 million for the period from January 1,
November 5, 2003.

continues to
to January 1,
contribution

costs related
2003 thxough

7. Interest

Cash payments for interest, net of amounts capitalized, were $25 8 million,
for the period from January 1, 2003 through November 5, 2003. These payments
include commitment fees relating to the Company ' s credit facility of $1.I
million, for the period from January 1, 2003 through November 5, 2003.

8. Accumulated Othex Comprehensive Income

The table below presents changes in the components of accumulated other
comprehensive income (loss)

gorealisst
spprecistiaa
(Dapreciatiaa)
ot Oeoarltisa

50 igs
oorreocy

pcs«alaeiaa
stjoott«ats

(ta tgoaololte)

lciatsao
paasiaa
Liability total

Selaace as ot Jaaeaty 3. 1oct.
cssage tor taa periot troa Jaooaty 1. 1oo3 toroeot

Sceeater 5. 3003:
Sre-iacat«e«I aea«ot.
aeclaseiticaeioa OOloato«)t tor aet galas raaneeo io

set. lose.

geleaco ee ot goeoster sy 1003 , 0

700

(01)

(699)

(css)

(600)
eeeeee

700

(7eo)

(099)

6 (059)

9 Leases

Future minimum annual renta1s under noncancellable operating leases as of
November 5, 2003 are payable as follows (in thousands) 5

Total

2004.
2005.
2006.
2007.
2008.
Thereafter,

Total minimum annual rentals

$ 53, 444
49, 999
44, 850
42, 516
38, 025

259, 233

$ 488, 067
\««««««

For the period from January 1, 2003 through November 5, 2003, total
capacity expense incurred from leasing from a third party's network (off-network
capacity expense) was $35.4 million and all other rent expense was $29.2
million.
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10. Related Party Tzansactions

Transactions with Pormez Executive officers

As part of the spin-off from TWC, MCG inherited a long-established loan
program from TWC under which TWC extended loans to its executives . to purchase
Tmc stock (the 'Bxecutive loans'). At the time of the spin-off, six wCG

executives had outstanding loans with TMC, and as part of the spin-off, the
Bxecutive Loans were transferred to MCG. As of December 31, 2001, the
outstanding balance of these loans were $19.9 million, all which were considered
lang-term receivables.

Effective December 31, 2001, the Compensation Committee of the Board of
Directors of WCG established a program to award annual retention bonuses over a
period of f ive years in the aggregate amount of $13 million to certain
executives to be applied, af tez deduction of applicable withholding taxes,
solely against their respective outstanding principal loan balances. Ths
agreements executed under this pz'ogram were subsequently amended in conjunction
with the Plan.

Under the amended retention bonus agz'esments, the Company reimbursed
interest payments owed by the WCG executives as of Januazy I, 2002. In addition,
the Company became responsible for paying all taxes, limited to an aggregate
total of $20 million, associated with interest and principal payments under the
retention bonus agreements, as well as any taxes incurred as a result of the
payment of taxes by the Company. Under' a separate amendment, all retention bonus
payments vested upon consummation of the transactions included in the plan, hut
still are to be paid out over the first through fourth anniversaries of the
Effective Date, unless accelerated as a result of death or disability of the
payee. Any officers who were parties to retention bonus agreements were not
eligible to participate in the Company's otherwise applicable change in control
severance plan. Poz the period from Jsnuazy I, 2003 through November 5, 2003,
tax gross-up estimates were reduced by $1 million offsetting selling, general
and administrative expense.

ll. Commitments and Contingencies

Commitments

The Company has historically entered into various telecommunications
equipment agreements in connection with its tiber-optic network. As of November
5, 2003, the Company's remaining purchase obligations under its remaining
purchase agreements are not significant.

Litigation

The Company is subject to various types of litigation in connection with
its business and operations.

Department of Labor Investigation

In April 2003, the Company received written notice fzcm the United States
Department of Labor that it is exercising its authority under Section 304 of the
Employee Retirement Income Secuzity Act of 1974 ("ERISA~) to conduct periodic
investigations of employee benefit plans to detezmine whether such plans conform
with the provisions of BRISA and other applicable z'egulations. The stated scope
of the review covers the Williams Ccmmunications Znvestmsnt Elan (a defined
contribution plan) for a time period extending from 1998 through the present
date. In January 2004, the Company received a subpoena from the United states
Department of Labor requiring the production of related documents. The Company
is cooperating fully with the Department of Labor, At this time. neithez the
length of the review nor likely outcome of the investigation can be detezmined.
The Company believes that all of its actions with respect to employee beneiit
plans have been in full compliance with ERZSA and other applicable regulations.

Right of Way Class Action Litigation

A number of suits attempting to achieve class action status seek damages
and other relief from the Company based on allegations that the Company
installed portions of its fiber-optic cable without all necessary landowner
consents. These allegations relate to the use of rights of way licensed by
railroads, state departments of transportation and others controlling
pre-existing right-of-way corridors. The putative members of the class in each
suit are those owning the land underlying or adjoining ths right-of-way
corridors. Similar actions have been filed against all major carriers with
fiber-optic networks. Zt is likely that additional actions will be filed. Ths
Company believes it obtained sufficient rights to install its cable. Zt also
believes that the class action suits are subject to challenge on procedural
grounds.
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The Company and other major carriers are seeking to settle the class action
claims referenced above relating to the railroad rights of way thraugh an agreed
class action. These campanies initially sought approval of e settlement in s
case titled Bagrafas et al. vs. geest Communications Corp. , et al. , filed in the
U.s. District Court fox the District af Oregon on January 31. 2002. On July 12,
2002, the Oregan Coul't diamiaaed the aCtiOn. ThereafteZ, an 8eptember 4, 2002,
an existing case titled 8mith, et al. , vs. sprint, et al, , pending in the U.s.
District Court for the Northezn District of Zllinois, was amended to join the
Company and two other telecammunications companies as defendants. On July 29,
2003, the judge in this case issueR an ox'der pzeliminarily approving a proposed
settlement agreemsnt snd issued an injunction, which stayed other putative class
action railroad rights of way cases against the Company, Twa of the intervening
plaintiffs filed eppes), s, which were consolidated. If this settlement withstands
potential challenges by plaintiffs' counsel, it will settle the majority of the
putative nationwide and statewide class actions related to the railroad
right-of-way claims, Based on the Campany's estimate of a likely settlemsnt
range, the company has accrued $16.6 million as of November 5, 2003.

Other right of way claims may be asserted against the Company. The Company
cannot quantify the impact of all such claims at this time. Thus, WilTel cannot
be certain that an unfavax'able outcome of other potential xight-of-way claims
wi11 not have a material adverse effect.

Platinum Equity Dispute

In March 2001. the Company sold its Solutions segment to platinum Bquity
LLC ("platinum Equity") for a sales price that was subject to adjustmsnt based
upon a computation af the net working capital of. the business as of March 31,
2001, A dispute arose between the companies with respect ta the net warking
capital amount as defined in the agreement Pursuant to the pravisions of the
sa].e agreement, the parties submitted the dispute to binding arbitration before
an independent public accounting firm,

Zn September 2002, Platinum Bcpxity filed suit in the District Court of
Oklahoma County, State of Oklahoma, against the Company alleging vax'ious
breaches of zepresentations snd warranties xelated to the sale of the Solutions
segment and requested a ruling that no payment was due under a promissory note
issued by Platinum Bcgxity at the time of purchase until all disputes were
XeSOlved. Many af the Claima alleged by Platinum Equity in thiS Suit are the
same claims asserted by Platinum Equity in the net wozking capital dispute.
Discovery in this suit is ongoing, with the trial expected ta begin sametime in
Spzing aoo4

In way 2003, ths arbitrator rendered a detezminatian of the adjustment
amount under the net working capital dispuc;e, end an order entxy of judgment was
entered against Platinum Equity in the amount of appzoxcimatsly $38 million,
WhiCh repreeented the amCSXnt that Platinum Bquity Owed under the pramiSSOZy
nots, offset by the net woxking capital adjustment determined by the srbitratox,
The Company adjusted the carrying amount of the note receivable to $38 million
by offsetting amounts previausly acczued fox' the net working capital dispute. In
July zoos, the company co11ected sppraxcimately $39 million, including interest,
fram platinum Equity related ta the judgment. The receipt of the $39 million
does not resolve all of the issues becween Platinum Equity and ths company as
neither campany has waived any of the claims currently pending in the litigation
discussed above. The Company continues to believe that it is adequately reserved
or accrued with respect to its receivable and payable positions with platinum
Equity.

Thoroughbred Technology snd Telecommunications, Znc. vs. WCI

Thoroughbred Technology and Telecommunications, Inc. ('ITTI') filed suit on
July 24, 2001, against WCL in a case titled Thoroughbred Technology and
Telecocmmxnications, Inc. vs. Williams Communications, LLC f/k/a N(lliams
Communications, Inc. , Civil Action No. leal-CV-1949-RLv, pending in the (x, S.
Distzict Court for the Northezn District of Georgia, Atlanta Division. TTTZ
alleged claims that included breach of contract with zespect to a fiber-optic
installation project that TTTZ was constructing far itself and other parties,
including NCL, with respect to certain conduit segments including a
three-conduit segment between Cleveland, Ohia and Boyce, Vizginia. TTTI sought
specific performance to require that WCL take title to the Cleveland-Royce
segment and pay TTTZ in excess of $36 million plus pre-judgment interest for
such purchase NcL alleged various defenses, including significant warranty and
breach of contract claims against TTT1'.
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on May 9, 2002, the trial couzt determined that wcL did not have the right
to terminate the contract with respect to the Cleveland-Boyce segment, but
deferred ruling on TTTI's remedy until a later time. In a series of rulings on
January 27, 2003, the court ordered, among other things, (1) that WCL's claims
against TTTI for breach of contract and construction deficiencies for certain of
the telecommunications routes constructed by TTTI be heard by an arbitration
panel; snd (2) that WCL close the purchase of the Cleveland-Boyce segment and
pay TTTI the sum of $36.3 million plus pre-. judgment intexest for such purchase.
The couxt denied WCL's motion for a stay of the proceedings while the
construction claims against TTTI are adjudicated thxough arbitration and furthez
denied the Company' s request to stay closing on the Cleveland-Boyce segment
pending an appeal of the trial court's decision. WCL sought and obtained a stay
of the trial court ' s order compelling a closing of the Cleveland-Boyce segment
from the United States Court of Appeals for the 11th Circuit thereby staying
WCL's obligation to close the transaction until the appeal is decided. The stay
granted by the Court of Appeals was conditioned on the posting of an appropriate
supersedeas bond by the Company, which was posted by the Company in March 2003
in the approximate amount of $44. 1 million. The Company posted the bond, which
was docketed by the trial court on March 13, 2003. WCL prosecuted its appeal of
the trial court's decision while pursuing its arbitration claims of construction
defects against TTTI. Oral arguments in the appeal were scheduled for November
2003.

Subsequent to November 5, 2003, the pazties reached a settlement of theiz
disputes, which resulted in a payment of $37.5 million to TTTI and the transfer
of title to WCL of conduits on the Cleveland-Boyce segment. All settlement
documents were executed in November 2003, and this matter has been concluded.

StarGuide

On October 12, 2001, StarGuide Digital Networks ("StarGuide") sued WCG in
the United States District Court for Nevada for infringement of three patents
relating to streaming transmission of audio and video content. Subsequently,
StazGuide added WCL as a party to the action. StarGuide seeks compensation for
past infringement, an injunction against infringing use, and treble damages due
to willful infringement. On July 1, 2002, Star8uide initiated a second patent
suit against WCL with respect to a patent that is a continuation of the patents
at issue in the px'ior litigation. The two actions have been consolidated, In
July 2003, the parties reached a settlement, and this case was dismissed by
joint agreement. The settlement did not have a material impact on the Company's
results of operations, financial position or cash flows.

WilTel Shareholder Derivative Lawsuits

On May 15, 2003, the first of several shareholder derivative class actions
was filed against WilTel, the nine members of WilTel's Board of Directors and
Leucadia National Corporation ("Leucadia") . Currently, the company has been
served with notice of eight (8) shareholder derivative class actions; four (4)
in Clark County, Nevada, one (1) in Washoe County, Nevada, two (2) in New York
County, New York and one (1) in Tulsa County, Oklahoma. Each of the lawsuits
sets forth substantially the same allegations of breach of fiduciary duty in
connection with Leucadia's proposed exchange offer announced on May 15, 2003.
Amended complaints were filed in each of the lawsuits based upon Leucadia's
withdrawal of its initial offer and Leucadia's subsequent offers, On October 15,
2003, subject to approval from directors and officers insurance carriers, the
parties in these cases reached an agreement in principle to settle all cases. On

February 4, 2004, the proposed settlement in one of the New Yozk County cases
was approved by the txial court. The amount of the settlement is $300, 000
representing Plaintiffs' attorney fees and expenses and is not material to the
financial statements of WilTel. The settlement proceeds will be paid upon the
expixation of the time period within which the matter may be appealed.
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Summary

The Company is a party to various other claims, legal actions, and
complaints arising in the ordinary course of business, Zn the opinion of
management, upon the advice of legal counsel. the ultimate zesolution of all
claims, legal actions, and complaints, after consideration of amounts accrued,
insurance coverage, or other indemnification arrangements, is not expected to
have a materially adverse effect upon the Company's future financial position or
results of operations, although unfavorable outcomes in the items discussed
above could significantly impact the Company's liquidity.

Other

SBC is the Company's largest customer, comprising 54 percent of Network's
xevenues for the period from January 1, 2003 through November 5, 2003, The
company has entered into preferred providez agreements with sac that extends
until 2019, although the agreements may be terminated prior to then by either
party under certain circumstances. The agreements provide that:

o the Company is SBC's preferred provider for domestic voice and data
long distance services and select international wholesale sezvices,
requiring that SBC seek to obtain these services from the Company
before it obtains them from any other provider; and

o SBC is the Company's preferred providex for select local exchange and
various other services, including platfozm services supporting its
switched voice services network, requiring that the Company seek to
obtain these sezvices from SBC befoz'e it obtains them from any other
provider.

por the services each party must seek to obtain from the other, the prices,
determined separately for each product or service. generally will be equal to
the lessor of the cost of, the product or service plus a specified rate of
return, the prices charged to other customers, the current market rate oz, in
some circumstances, a specific zate. If either party can secure 1ower prices for
comparable sezvices that the other party will not match, then that party is free
to utilize the lowest cost provider. Subsequent to November 5, 2003, the Company
and SBC have agreed to use a fixed pz'ice for voice transport services (the
substantial majority of SBC generated revenue) through Januazy 2005. Although it
is difficult to identify a precise mazket price since the products and services
provided to each customez are customized to meet the needs of each customer, the
fixed Price currently charged to SBC is representative of the current market
price foz the voice transport service currently provided to SBC.

The methodology that the Company uses to determine the current market rate
and to determine the cost of the product or sezvice upon which a specified rate
of zeturn applies are complex and subject to different interpretations. Zf SEC
and the Company are unable to agree on the methods used, the agreements with SBC
provide that any disputes are resolved through binding arbitration, Zf SBC
successfully challenged the Company's pricing methodology in an arbitration
proceeding, resulting in a significant reduction in the voice transport price,
the Company may not be able to continue to provide sezvices to ssc. The Company
is unable to predict the ultimate outcome of future price discussions with SBC.

SBC has the right to terminate the agreements if the Company begins to
Offer Certain ServiCeS that are CcmpetitiVe with SBC'S SerViCeS, if the COmpany
materially breaches its agreements or the Company has a change in control
without SBC's consent. The Company has the right to tezminate the agreements if
SBC matezially breaches its agreements or SBC has a change in control without
the Company's consent In the event of a termination by either party due to
these actions, the terminating party has the right to receive transition costs
Crom the other paz'ty, not to exceed $200 million.

Either party may terminate a pazticular pzovider agreement if the action oz
failuxe to act of any regulatozy authority matezially fzustrates or binders the
purpose of that agreement. There is no monetary remedy foz such a tezmination.
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Exhibit 3.6

CERTIFICATE OF
AMENDMENT OF THE

CERTIFICATE OF INCORPORATION
OF

LEUCADIA NATIONAL CORPORATION

UNDER SECTION 805 OF THE BUSINESS CORPORATION LAW

Pursuant to the provisions of Section BOS of the Business Corporation
Law, the undersigned hereby certifies-

The name of the Corporation is Leucadia National Corporation (the
"Corporation" ) . The name under which the Corporation was formed is
Talcott National Corporation.

3,

The date the Certificate of Incorporation was filed by the Department
of State was May 24, 1968.

The Corporation is authorized to issue a total of 156, 000, 000 shares,
consisting of l50, 000, 000 shares of Common Stock of the par value $l. 00
per share and 6, 000, 000 shares of Preferred Stock of par value $1.00
per share. An amendment of the Corporation's Certificate of
Incorporation effected by this Certificate of Amendment to increase the
number of shares of Common Stock which the Corporation shall have
authority to issue is hereby made.

To effect the foregoing, Article FOURTH is hereby amended and shall
read in its entirety as follows:

FOURTH: The aggregate number of shares of capital stock of all
classes which the Corporation shall have authority to issue is 306, 000, 000,
divided into 6, 000, 000 shares, having a par value of $1 each, which are
designated Preferred Stock and are issuable in series, and 300, 000, 000 shares,
having a par value of $l each, which are designated Common Stock.

No holder of shares of any class or series of stock of the
Corporation, whether now or hereafter authorized or outstanding, shall have any
pre-emptive, preferential or other right to subscribe for or purchase any shares
of any class or series of capital stock of the Corporation, whether now or
hereafter authorized or outstanding, or any bonds, notes, obligations, options,
warrants, rights or other securities which the Corporation may at any time issue
or sell, whether or not the same be convertible into or exercisable for the
purchase of any class or series of capital stock of the Corporation, it being
intended by this paragraph that all pre-emptive rights of any kind applicable to
the securities of the Corporation are eliminated.



The designatioas, zelative rights, pzefezences sad limitations
of each class of the Cozpozatioa's capital stock ead each series thereof, to the
extent fixed in the Corpozation's Certificate of Incorpozation, and the
authority vested in the Board of Dizectozs of the Corporation to establish and
designate series of the Preferred Stock and to fix variations in the zelative
rights, preferences and limitations between such series, aze as follows:

I . PREPBRRZD STOCK

General Provisions Relating to All Series

1. The Prefezred Stock shall consist of one class, may be
issued from time to time in one oz more sezies, and the shares of any one series
thereof may be issued from time to time. All shares of the preferzed Stock of
the same series shall be identical in all respects, except that shares of any
one sez'ies issued at different times may differ as to the dates, if any, fzom
which dividends thereon may accumulate. All shares of Preferred Stock of all
series shall be identical in all respects set forth in sections l through 5
hereof (except as otherwise permitted in such sections) and shall be of equal
zaak as set forth ia sections 2 and 3 below. Subject to the foregoing, (i) the
designations, relative rights, prefezeaces and limitations of the shares of each
such series may differ from those of any and all other such series authorized
and/or outstanding and (ii) the Board of Dizectors of the Corporation is hereby
expressly granted authority to establish and designate series and to fix with
respect to any such series, or alter in any one or more respects from time to
time, by resolution or resolutions adopted prior to the issuance of any shares
of such series, and by filing a certificate under Section Bos cf the Business
Corporation l,aw, (a) the number of shares constituting such series and the
designation thereof, (b) the rate of dividends, (c) redemption terms (inc1uding
purchase and sinking funds provisions), (d) conversion rights into any class or
series of capital stock of the Corporation, (e) liquidation pzeferences, (f)
voting rights aad (g) any other lawful tights, preferences and limitations.

Unless otherwise provided in the resolutions creating or
altering a series, the holders of Preferred Stock of each series shall be
entitled to receive, as and when declared by the Board of Directors, out of
funds oz othez assets of the Corporation legally available therefor, cumulative
dividends at the annual rate fixed by the Board of nirectors with respect to
such series, sad no more, payable in cash, on such dates ia each year as the
Board of nirectors may determine, such dividends with respect to each series to
be cumulative from the date oz dates fixed by the Board of Directors with
respect to such series. The first dividend or distribution with respect to
shares of any particular' series not issued on a dividend date may be fixed by
the Board of Directors at more or less than the regular periodic dividend or
distribution thereon. Za the event Preferred Stock of more than one series is
outstanding, the Corporation in making any dividend payment upon preferred Stock
shall make dividend payments ratably upon all outstaading shares of Preferred
Stock of sll series in proportion to the respective amounts of dividends accrued
and payable thereoa to the date of such dividend payment. If the dividends or
distributions on any shares of Preferred Stock shall be in arrears, the holders
thereof shall not be entitled to any interest, or sum of money in lieu of
interest, thereon. Zn no event, so loag as any Pzeferred Stock shall be
outstanding, shall any dividend whatsoever, whether in cash, stock or otherwise,
other than a dividend payable in stock of the Cozpozation of a class junior to
the Preferred Stock. be declared or paid. or any distribution made, on any stock
of the Corporation of a class ranking junior to the Preferred Stock, nor shall
eay shares of any such junior class of stock be purchased or acquired for a
cmsidezation by the Corporation oz be redeemed by the Corporation, aor shall
any moneys be paid to the holders of, or set aside or made available for a
siaking fund foz the purchase or redemption of, any shares of any such junior
class of stock unless (i) all dividends and distributions on all outstanding
shares of Preferred Stock of all series for all past dividend periods shall have
been paid and all dividends payable on or before the date of such dividend,
distribution, purchase, acquisition, redemption, setting aside or making
available shall have been paid or declared and a sum sufficient for the payment
thereof set apart, and (ii) the Corporation shall have paid oz set aside all
amounts, if any, theretofore required to be paid oz set aside as snd for all
matured purchase fund and sinking fund obligations, if any, for the shares of
Preferred Stock of all series or to satisfy any distributions declared with
respect to any shares of Pzeferred Stock of any series. The holders of Preferred
Stock shall not be entitled to participate in any dividends payable on junior
stock or to share in the earnings oz profits of the Corporation other than oz in
excess of that hereinabove provided.



3. In the event of any dissolution, liquidation or winding-up
of the Corporation, whether voluntary or involuntary, the holdezs of each series
of Preferred Stock shall be entitled to receive, before any distribution oz
payment is made upon any stock ranking junior to the preferred Stock, such
amount of cash, shares, bonds or other property (which amount may vary depending
on whether such dissolution, liquidation or winding-up is voluntazy or
involuntary) to which each such outstanding series of Preferred Stock shall be
entitled in accordance with the provisions thereof together with an amount in
cash equal to all dividends accrued and unpaid thereon to the date of such
distribution or payment, and shall be entitled to no further payment. If, upon
any such liquidation, dissolution or winding-up, the assets of the Cozporation
distributable among the holders of the Preferred Stock shall be insufficient to
permit the payment in full to such holders of the amounts to which they are
respectively entitled, the assets so distributable. shall be distributed among
the holders of the Preferred Stock then outstanding ratably in proportion to the
amounts to which they are respectively entitled. Poz the purposes of this
Section 3, neither the voluntary sale, lease, exchange oz transfer of all oz
substantially all of the Corporation's propezty or assets to, nor the
consolidation oz mezger of the Corporation with, one oz more corporations, nor a
reduction of the capital stock or stated capital of the Corporation, shall be
deemed to be a dissolution, liquidation or winding-up, voluntary or involuntary.

4. The Cozporation, at the option of the Board of Directors,
may, subject to the provisions applicable to such series, redeem at any time oz
times, and from time to time, all or any part of the shares of any series of
preferred Stock subject to redemption by paying for each share such price or
prices as shall have been fixed by the Board of Directors prior to the issuance
of such series, plus an amount equal to dividends accrued and unpaid thereon to
the date fixed for redemption, plus premiums in the amounts, if any, so fixed
with respect to such series (the total amount per share so payable upon any
redemption of shares of any series of Preferred Stock being herein referred to
as the "redemption price") . Except as otherwise provided in the provisions
relating to a particular series of Preferred Stock, not less than 1B days nor
more than 60 days prior written notice shall be given to the holders of record
of the shares so to be redeemed, which notice shall be given by mail, postage
prepaid, addzessed to such holders at their respective addzesses as shown on the
books of the Cozpoz'ation. Such notice shall specify the shares called for
redemption, the redemption price and the place at which, and the date on which,
the shares called for redemption will, upon presentation and surrender of the
stock certificates evidencing such shares, be redeemed. In case of redemption of
less than all of the outstanding Preferred Stock of any one series, such
redemption (unless otherwise stated in the provisions relating to such series)
may be made pro rata oz the shares to be redeemed may be chosen by lot, in such
manner as the Board of Directors may determine. No failure to deliver or mail
such notice nor any defect therein oz in the mailing thereof shall affect the
validity of the proceedings for the redemption of any shares so to be redeemed

If such notice of redemption shall have been duly given, and
if on oz before the redemption date specified in such notice all funds necessazy
for such zedemption shall have been set aside so as to be available ther'efor,
then, notwithstanding that any certificate for the shares of such Preferred
Stock so called for redemption shall not have been surzendered for cancellation,
the shazes represented thereby shall, from and after the date fixed for
redemption, no longer be deemed outstanding, the right to receive dividends
thereon shall cease to accrue from and after the date of redemption so fixed,
and all rights with respect to such shares of Preferred Stock so called for
redemption shall forthwith at the close of business on such redemption date
cease and terminate, except the right of the holders thezeof to receive the
amount payable upon zedemption thereof, but without interest; provided. however,
that the Corporation may, after giving such notice of any such redemption and
pzior to the redemption date specified in such notice. deposit in trust, for the
account of the holders of such Prefezz'ed Stock to be redeemed, with a bank or
trust company having an office in the Borough of Manhattan. City, County and
State of New York and having a capital, undivided profits and suzplus
aggregating at least $50, 000, 000, all funds necessary for such redemption, and,
upon such deposit in trust, all shares of such Preferred Stock with respect to
which such deposit shall have been made shall no longer be deemed to be
outstanding, and all rights with respect to such shares of such Preferred Stock
shall forthwith cease and terminate, except (a) the right of the holders thereof
to receive the amount payable upon the redemption thereof, but without interest,
and (b) the right of the holders thereof to exezcise on or befoze the date fixed
for redemption the rights, if any, not having theretofore expired, which the
holders thereof shall have to convert the shares so called for redemption into,
oz exchange such shares for, shares of stock of any other class or classes or of
any othez series of the same or any othei class or classes of stock of the
Corporation
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Any funds so deposited which shall not be required for such
zedemption because of the exercise of any right of conversion or exchange or
otherwise subsequent to the date of such deposit shall be retuzned to the
Cozpozation forthwith. Any interest acczued on any funds so deposited shall
belong to the Corporation and be paid to it from time to time, Any funds so
deposited by the Corporation and unclaimed at the end of six years from the date
fixed for such redemption shall be repaid to the Corporation, upon its request,
after which repayment the holders of such shares so called for redemption shall
look only to the Corporation foz the payment of the redemption price thereof.

Zf at any time the Cozporation shall have failed to pay
dividends in full on all series of Preferred Stock then outstanding, thereafter
and until such dividends, including all accrued and unpaid dividends, shall have
been paid in full, or declared and funds sufficient for the payment thereof set
aside for payment, the Cozporation shall not redeem or purchase 1ess than all of
the Preferred Stock at such time outstanding; provided, howevex, that nothing
shall prevent the Corporation from completing the purchase of shares of
Preferred Stock for which a purchase contract has been entered into, ox the
redemption of any shares of Preferred Stock for which notice of zedemption has
been given, prior xo such default.

5. Bxcept as otherwise specifically provided with respect to a
particular series of Preferred Stock, as hereinafter in this section 5 provided,
and as required by law, the Preferred Stock shall have no voting rights

Whenever dividends payable on the Preferred Stock shall be in
default in an aggregate amount equivalent to at least six quarterly dividends on
any of the shares of Preferred Stock then outstanding, the number of directors
constituting the Board of Directors of the Corporation shall be increased by
two, and the holders of the Preferred Stock, voting as a class (whether or not
otherwise entitled to vote for the election of directors), shall be entitled to
elect two directors of the Corporation to fill such newly-created directorships,
Such directors shall serve (subject to the last sentence of the next paragraph
of this section 5) until the next annual meeting of shareholdezs and until their
successors are e1ected and qualify. whenever such right of the holders of the
preferxed Stock shall have vested, such right may be exercised initially either
at a special meeting of such holders called as provided herein, or at any annual
meeting of shareholders, and thereafter at annual meetings of shareholders. The
right of the holders of the Preferred Stock, voting as a class, to elect members
of the Board of Dizectors of the Cozporation as aforesaid shall continue until
such time as the dividends accumulated on the Preferred Stock shall have been
paid in full, at which time the special right of the holders of the Preferred
Stock so to vote separately as a class for the election of directors shall
terminate, subject to renewal and divestment fx'om time to time upon the same
tezms and conditions.

At any time after' the voting power to elect two additional
members of the Board of Directors of the Corporation has become vested in the
holders of the Preferred Stock, the Secretary of the Cozporation may, and upon
the request of the holders of record of at least 5e of the Preferred Stock then
outstanding addzessed to him, shall, call a special meeting of the holders of
preferred Stock for the purpose of e1ecting such directors, to be held within 50
days after the receipt of such request; provided, however, that the Secretaxy
need not call any. such special meeting if the annual meeting of shareholders is
to convene within 90 days after the receipt by the Secretary of such request.
Such meeting shall be held at such place as shall be specified in the notice and
upon notice as provided in the By-Laws of t'he Corporation for the holding of
special meetings of shareholders, Zf such meeting shall not be so called within
20 days aftez' the receipt of such request (not including, however, a request
falling within the proviso of the second preceding sentence), then the holders
of record of at least 5% of the Preferred Stock than outstanding may designate
in writing one of their number to call such meeting, and the person so
designated shall call such meeting at the place and upon the notice above
provided, and for that purpose shall have access to the stock hooks of the
cozporation. At any such special or annual meeting at which the holders of the
Preferred Stock shall have the right to vote fox' the election of such two
directors as aforesaid, the holders of 33 1/3% of the then outstanding Preferred
Stock pzesent in person oz represented by proxy shall be sufficient to
constitute a quorum of said class for the election of such two directors and foz
no other puzpose, and the vote of the holders of a plurality of the Preferred
Stock so present at any such meeting at which there shall be such a quorum shall
be sufficient to elect two directors. Whenever the holdexs of the Pxeferxed
Stock shall be divested of such voting right hereinabove provided, the directors
so elected by the Preferred Stock shall thereupon cease to be directors of the
Corporation and thereupon the number of directors shall be reduced by two.



Every shareholder entitled to vote at any particul'ar time in
accordance with the foregoing two paragraphs shall have one vote for each share
of Preferred Stock held of record by him and entitled to vote.

6. As used in connection with any series of Preferred Stock,
the terms "junior stock", "junior class of stock" and "stock ranking junior to
the Preferred Stock" shall mean and refer to the Common Stock and any other
class or series of stock of the Corporation hereafter authorized which shall
rank junior to the Preferred Stock with respect to the declaration and payment
of dividends thereon and the distribution of amounts with respect thereto
payable in the event of any liquidation, dissolution or winding-up of the
Corporation.

II. CONNOH STOCK

Subject to all of the rights of the Preferred Stock, dividends
may be paid upon the Common Stock as and when declared by the Board of Directors
out of funds and other assets legally available for the payment of dividends.
The Board of Directors may declare a dividend or distribution upon the Common
Stock in shares of any class or series of capital stock of the Company.

In the event of any liquidation, dissolution or other
winding-up of the Corporation, whether voluntary or involuntary, and after the
holders of the Preferred Stock shall have been paid in full the amounts to which
they respectively shall be entitled, or an amount sufficient to pay the

. aggregate amount to which such holders shall be entitled shall have been
deposited in trust with a bank or trust company having its principal office in
the Borough of Manhattan, City, County and State of New York, having a capital,
undivided profits and surplus aggregating at least $50, 000, 000, for the benefit
of the holders of the Preferred Stock, the remaining net assets of the
Corporation shall be distributed pro rata to the holders of the Common Stock.

Except as otherwise expressly provided with respect to the
Preferred Stock and except as otherwise may be required by law, the Common Stock
shall have the exclusive right to vote for the election of directors and for all
other purposes and each holder of Common Stock shall be entitled to one vote for
each share held.



III. TRANSFER RESTRICTIONS

(a) Certain Definitians. As used in this Part III of Axticle
FoURTH, the fallowing tex'ms have the following respective meanings:

«Corpoxation Securities" means (i) shares of common stock of
the Corporation, (ii) shares of preferred stock of the Corporation, (iii)
warrants, rights, or options (within the meaning of Treasury Regulation
ss.1.382-2T(h)(4)(v)) to purchase stock of the Corporation, and (iv) any other
interests that would be txeated as "stock" of the Corporation pursuant to
Treasury Regulation ss.1.382-2T(f)(18),

"Percentage Stock Ownership" means percentage stock ownership
as determined in accordance with Treasury Regulation ss 1.382-2T(g), (h), (j),
and (k) .

"Five-Percent Shareholder" means a Persan or group of Persons
that is identified as a «5-percent shareholder" of the Corporation pursuant to
Txeasury Regulation ss 1.382-2T(g)(1) .

«Person« means an individual, corporation, estate, trust,
association, company, partnership, joint venture or similar organization.

"Prohibited Transfer" means any purported Transfer of
Carporation Securities to the extent that such Transfer is prohibited and void
under this Part III of Article FOURTH.

«Restriction Release Date" means the earlier of December 31,
2024, the repeal of Section 382 of the Internal Revenue Code of 1986, as amended
(the "Code" ) (and any comparable successor provision) («Section 382«), or the

beginning of a taxable year of the Corporation (or any successor thereof) to
which no Tax Benefits may be carried forward.

«Tax Benefits« means the net operating loss carryovers,
capital loss carryovers, general business credit carryovers, alternative minimum
tax credit carryovers and foreign tax credit ca'rryovers, as well as any «net
unrealized built-in loss" within the meaning of Section 382, of the Corporation
or any direct or indirect subsidiary thereof.

"Transfer" means any direct or indirect sale, transfer,
assignment, conveyance, pledge, ox other disposition. A Transfer also shall
include the creation or grant of an option (within the meaning of Treasury
Regulation ss. 1.382-2T(h)(4)(v)). A Transfer shall not include an issuance or
grant of Corporation Securities by the Corporation.

"Treasury Regulation ss. 1.382-2T« means the temporary income
tax regulations promulgated under Section 382, and any successor xegulations.
References to any subsection of such regulations include references to any
successor subsection thexeof.



(b) Restrictions. Any attempted Transfer of Corporation
Securities prior to the Restriction Release Data, or any attempted, Transfer of
Corporation Secuzities pursuant to an agreement entered into prior to the
Restriction Release Date, shall be prohibited and void ab initio to the extent
that, as a result of such Transfer (or any series of Transfers of which such
Transfer is a part), either (1) any Person or group of Persons shall become a
Five-percent Shareholder, or (2) the Pezcentage Stock Ownership interest in the
Corporation of any Five-Percent Shareholder shall be increased; pzovided,
however, that nothing herein contained shall preclude the settlement of any
transaction entezed into through the facilities of the New York Stock Exchange,
Inc. in the Corporation Securities.

(c) Certain Exceptions The restrictions set forth in
paragraph (b) of this Part III of Article FOURTH shall not apply to an attempted
Transfer if the transferor or the transferee obtains the approval of the Board
of Directors of the Corporation. As a condition to granting its approval, the
Board of Directozs may, in its discretion, require an opinion of counsel
selected by the Board of Directozs that the Transfer shall not result in the
application of any Section 382 limitation on the use of the Tax Benefits.

(d) Treatment of Excess Securities.

(i) No employee oz agent of the Corporation shall record any
Prohibited Transfer, and the purpozted tzansfezee of such a Prohibited Transfer
(the "Purported Transferee" ) shall not be recognized as a shareholder of the
Corporation for any purpose whatsoever in respect of the Cozporation Securities
which are the subject of the Prohibited Transfer (the "Excess Securities" ),
Until the Excess Securities are acquired by another Person in a Transfer that is
not a Prohibited Transfer, the Purported Transferee shall not be entitled with
respect to such Excess Securities to any rights of shareholders of the
corporation, including without limitation, the right to vote such Excess
Securities and to receive dividends oz' distributions, whether liquidating or
otherwise, in respect thezeof, if any. Once the Excess Securities have been
acquired in a Transfer that is not a Prohibited Transfer, the Securities shall
cease to be Excess Securities.

(ii) If the Board of Directors determines that a Transfer of
Corporation Securities constitutes a Prohibited Transfer then, upon written
demand by the Corporation, the Purported Transfezee shall transfer or cause to
be transferred any certificate or other evidence of ownership of the Excess
Securities within the Purported Tzansfezee's possession or control, together
with any dividends oz other distributions that were received by the purported
Transferee from the Corpozation with respect to the Excess Securities
("Prohibited Dist'ributions"), to an agent designated by the Board of Directors
(the "Agent" ). The Agent shall thereupon sell to a buyer or buyers, which may
include the Corpoz'ation, the Excess Securities transferred to it in one or more
arm' s-length transactions (over the New York Stock Exchange, if possible);
provided, however, that the Agent shall effect such sale or sales in an ordezly
fashion and shall not be required to effect any such sale within any specific
time frame if, in the Agent's discretion, such sale or sales would disrupt the
market foz the Corporation Securities oz othezwise would adversely affect the
value of the Corporation Securities. If the Purported Transferee has resold the
Excess Securities before receiving the Corporation's demand to surrender the
Excess Securities to the Agent, the Purported Transferee shall be deemed to have
sold the Excess Securities for the Agent, and shall be required to tzansfez to
the Agent any Prohibited Distributions and the proceeds of such sale, except to
the extent that the Agent grants written permission to the Purported Transferee
to retain a portion of such sales proceeds not exceeding the amount that the
Purported Transferee would have received from the Agent pursuant to paragraph
(d) (iii) of this Article FOURTH if the Agent rather than the Purported
Transferee had resold the Excess Securities.



(iii) The Agent shall apply any proceeds of a sale by it of
Excess Securities and, if the Purported Transferee had previously resold the
Excess Securities, any amounts received by it from a Purported Transferee, as
follows: (1) first, such amounts shall be paid to the Agent to the extent
necessary to cover its costs and expenses incurred in connection with its duties
hereunder; (2) second, any remaining amounts shall be paid to the Purported
Transferee, up to the amount paid by the Purported Transferee for the Excess
Securities (or the fair market value, calculated on the basis of the closing
market price for Corporation Securities on the day before the Transfer, of the
Excess Securities at the time of the attempted Transfer to the Purported
Transferee by gift, inheritance, or similar Transfer), which amount (or fair
market value) shall be determined in the discretion of the Board of Directors;
and (3) third, any remaining amounts, subject to the limitations imposed by the
following proviso, shall be paid to the Leucadia Foundation; provided, however,
that (i) if the Leucadia Foundation shall have terminated prior to its receipt
of such amounts, such remaining amounts shall be paid to one or more
organizations qualifying under Section 501(c)(3) of the Code (and any comparable
successor provision) ("Section 501(c)(3)") selected by the Board of Directors,
and (ii) if the. Excess Securities (including any Excess Securities arising from
a previous Prohibited Transfer not sold by the Agent in a prior sale or sales),
represent a 5% or greater Percentage Stock Ownership interest in any class of
Corporation Securities, then any such remaining amounts to the extent
attributable to the disposition of the portion of such Excess Securities
exceeding a 4.99 Percentage Stock Ownership interest in such class shall be paid
to one or more organizations qualifying under Section 501(c)(3) selected by the
Board of Directors. The recourse of any Purported Transferee in respect of any
Prohibited Transfer shall be limited to the amount payable to the Purported
Transferee pursuant to clause (2) of the preceding sentence. In no event shall
the proceeds of any sale of Excess Securities pursuant to this Part III of
Article FOURTH inure to the benefit of the Corporation,

(iv) If the Purported Transferee fails to surrender the Excess
Securities or the proceeds of a sale thereof to the Agent within thirty business
days from the date on which the Corporation makes a demand pursuant to paragraph
(d)(ii) of this Article, then the Corporation shall institute legal proceedings
to compel the surrender.

(v) The Corporation shall make the demand described in
paragraph (d)(ii) of this Part III of Article FOURTH within thirty days of the
date on which the Board of Directors determines that the attempted Transfer
would result in Excess Securities; provided, however, that if the Corporation
makes such demand at a later date, the provisions of this Part III of Article
FOURTH shall apply none'theless.



(e) Bylaws, Legends, etc.
(i) The Bylaws of the Corporation shall make appropriate

provisions to effectuate the requirements of this Part III of Article FOURTH.

(ii) All certificates representing Corporation Securities
issued after the. effectiveness of this Part III of Article FOURTH shall bear a
conspicuous legend as follows:

THE TRANSFER OF THE SECURITIES REPRESENTED HEREBY IS SUBJECT
TO RESTRICTIONS PURSUANT TO PART IZI OF ARTZCLE FOURTH OF THE
CERTIFICATE OF INCORPORATION OF LEUCADIA NATIONAL CORPORATZON
REPRINTED IN ITS ENTIRETY ON THE BACK OF THIS CERTIFICATE.

(iii) The Board of Directors of the Corporation shall have the
power to determine all matters necessary to determine compliance with this Part
III of Article FOURTH, including without limitation (1) whether a new
Five-Percent Shareholder would be required to be identified in certain
circumstances, (2) whether a Transfer is a Prohibited Transfer, (3) the
Percentage Stock Ownership in the Corporation of any Five-Percent Shareholder,
(4) whether an instrument constitutes a Corporation Security, (5) the amount (or
fair market value) due to a Purported Transferee pursuant to clause (2) of
paragraph (d)(iii) of this Part III of Article FOURTH, and (6) any other matters
which the Board of Directors determines to be relevant; and the good faith
determination of the Board of Directors on such matters shall be conclusive and
binding for all the purposes of this Part III of Article FOURTH.

The foregoing amendment was approved by the Board of Directors at a
meeting on March 3, 2005 and by the holders of a majority of all
outstanding shares entitled to vote thereon at a meeting of
shareholders on May 17, 2005, and thereby duly adopted in accordance
with the provisions of Section 803 of the Business Corporation Law of
the State of New York.



IN WITNESS WHEREOF, the CorPoration has caused this Certificate of
Amendment of the Certificate of Incorporation to be executed by a duly
authorized officer as of the 17th day of Nay , 2005.

LEUCADIA NATIONAL CORPORATION

By: /s/Joseph A. Orlando

Name:
Title:

Joseph A. Orlando
Vice President and
Chief Financial Officer
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Exhibit 10.21

Compensation of Directors

Directors who are also employees of Leucadia National
Corporation receive no remuneration for services as a member of the Board of
Directors or any committee of the Board of Directors. Zn 2005, each director who
was not an employee received a retainer of $36, 000 plus $500 for each meeting of
the Board of Directors and $500 for each meeting of a committee of the Board of
Directors ($600 if a committee chairman) that he attended. Members of the Audit
Committee receive an additional annual retainer of $10, 000 ($12, 000 for the
Audit Committee chairman) . Under the terms of the 1999 stock option plan, as
amended, non-employee director will automatically be granted options to purchase
common shares (1,000 shares for years prior to 2006, and 2, 000 shares for 2006
and subsequent years) on the date on which the annual meeting of shareholders
will be held each year during the duration of the stock option plan, The
purchase price of the common shares covered by the options is the fair market
value of the common shares on the date of grant. These options become
exercisable at the rate of 25% per year commencing one year after the date of
grant. As a result of this provision, options to purchase 1,000 common shares at
an exercise price of $36.05 per common share were awarded to each of Messrs.
Dougan, Glaubinger, Hirschfield, Jordan, Keil and Nichols on May 17, 2005. The
Company also reimburses directors for certain expenses incurred in connection
with attending Board and committee meetings, including travel, hotel
accommodations, meals and other incidental expenses for directors and their
spouses accompanying them to Company-related events.
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Exhibit 10.26

PURCHASE AND SALE AGREEMENT

SQUARE 711 DEVELOPER, LLC,

AS SELLER,

WALTON ACQUISITION HOLDINGS V, L.L.C. ,

AS BUYER

PROPERTY: SQUARE 711, LOT 160, WASHINGTON, DC

DATED- NOVEMBER 14, 2005



PURCHASE AND SALE AGREEMENT

This PURCHASE AND SALE AGREENENT (»Agreement") is made between SQUARE
711 DEVELOPER, LLC, a DelaWare limited liability COmPany (»Seller»), and WALTON
ACQUISITION HOLDINGS V, L.L.C. , a Delaware limited liability company ("Buyer" ),
The effective date of this Agreement (the "Effective Date») is Novembez 14,
2005.

RECITALS:

This Agreement is made with reference to the following facts.
A. Seller is the owner of the "Property" (as hereinafter defined),

which includes ceztain real property located in Washington, D.C. , and known as
Square 711, lot 160, which land is more pazticularly described in Exhibit A
attached hereto (the "Land" ).

B. Seller has agreed to sell the Property to Buyer, and Buyer has
agreed to purchase the Property from Seller, under all of the terms set forth
herein.

NOW, THEREFORE, for good and valuable consideration, Seller hereby
agrees to sell to Buyer, and Buyer hereby agrees to purchase from Seller, the
"Property" (which, as used herein, means the Land, together with all
improvements thereto, all rights, privileges, easements and appurtenances
thereto, all equipment and personal property, if any, owned by Seller and
located at or used for such Property and all of Seller's right, title and
interest in the "Assigned Properties» defined in the form of Assignment of
Intangible pxoperty attached to this Agreement), under all of the following
terms and conditions:

1. Price and Deposit.

1.01 Purchase Price.

(a) The purchase price for the Property (the "Purchase
Price" ) shall be One Hundred Twenty-Two Nillion and No/100 Dollars
(8122, 000, 000.00).

(b) In addition to the Purchase Price set forth above, Buyer
agrees to pay to Seller an additional bonus price (the "Density Bonus" ) after
Closing in the amount of Twenty-Five Dollars (825.00) per FAR square foot for
each FAR square foot in excess of 2.2 million FAR square feet that Buyex
"commences to develop» (which, as used herein, means obtaining base building
permits and commencing construction of base building improvements) ox, in the
case of a land sale to an unaffiliated third party purchaser, that such
purchaser is entitled to develop (after taking into account any restrictions
imposed by Buyer in connection with such sale or otherwise). This obligation
will suxvive for ten (10) years after Closing (the "Covenant period"). Buyer
will execute and deliver at Closing a recordable covenant running with the land
(the "Density Bonus Covenant" ) that will be recorded in the land records
immediately after the Deed, the foxm of which will be agreed upon during the
Study Period. The Density Bonus Covenant will be subordinate to any acquisition,
construction or permanent financing or refinancing placed on the Property by
Buyer or its successors and assigns, and will be released upon sale of parcels
or commencement of development prior to reaching the 2.2 million FAR square foot
threshold ox upon payment of the applicable Density Bonus. The Density Bonus



will be payable at such time or times during the Covenant Period as Buyer
commences to develop or completes the sale of development rights (either
currently applicable to the Property or applicable to the Property in the
future) to unaffiliated thixd parties in excess of 2.2 million FAR squaxe feet
cumulatively (without double-counting) . In the event Buyer commences to develop
or sell all or any portion of the Land, then the FAR for any Land Buyer
previously commenced to develop or sold (unless the relevant square footage has
already been taken into account) shall be aggregated with the then current
development or sale, or both, for purposes of calculating the Density Bonus.

1.02 Payment. The Purchase Price shall be paid as follows:

(a) Not later than 3:00 p.m. (Washington, DC time) on
November 16, 2005, Buyer shall deposit with the Title Company (as defined in
Section 2.04 below), whi. ch shall also act as escrow agent («Escrow Agent«), a
deposit (by wire transfex of immediately available fedexal funds sent in
accordance with the instructions to be pxovided by the Escrow Agent) in the
amount of Two Million and No/100 Dollars ($2, 000, 000.00) (the "Initial
Deposit" ). Unless Buyer delivers the Study Period Notice (defined in Section
2.02 below), on or before 3:00 p.m. -(Washington, DC time) on the Study period
Expiration Date (defined in Section 2. 02 below), Buyer shall deposit with Escrow
Agent an additional deposit (by a wire transfer of immediately available federal.
funds) in the amount of Fi.ve Million and No/100 Dollars ($5,000, 000, 00) (the
"Second Deposit" ). The Initial Deposit and, if delivered in accordance herewith,
the Second Deposit are collectively xeferred to as the "Deposit. » Failure by
Buyer to delivex the Second Deposit to Escrow Agent on time shall result in a
termination of this Agreement and Buyer receiving a return of the Initial
Deposit. The Deposit shall be held, released or retained by Escxow Agent in
accordance with the terms and provisions of Section 8 of this Agreement. Unless
Buyer terminates this Agreement pursuant to Section 2.02 or 2.04, the Deposit
shall be non-refundable, except upon (x) the occurrence of a defaul. t by Seller
in accordance with Section 7.01 hereof or (y) the failure of a condition to
Closing set forth in Section 3.02 hereof.

(b) Upon Closing under this Agreement, the Deposit and the
remainder of the Purchase Price, subject to closing adjustments pxovided hexein,
shall be paid by wire transfer of funds to Escrow Agent's account. If such
payment is received later than 12:00 p. m. (Washington, DC, time) on the Closing
Date, then all pro-rations pursuant to Section 5.05 hereof shall be made as of
the following business day.

2. Review of Property.

2.01 Property Infoxmation.

Within two (2) business days after the Effective Date, Seller shall deliver to
Buyer, or make available for review by Buyer, copies of the following documents,
to the extent in the Seller's actual physical possession, unless such materials
were already previously provided to Buyer:

(a) All written leases, licenses or other occupancy
agreements (with any amendments thereto) of any portions of the Property which
are in effect on the Effective Date.



(b) Seller's most recent survey of the Property.

(c) The bills for real estate taxes and assessments xeceived
by Seller during 2005.

(d) All contxacts ox agreements (with any amendments thereto)
for maintenance, txash removal, landscaping, snow removal and other ongoing
services provided to Seller in connection with the Property, if any.

(e) A current title insurance commitment xelated to the
property, together with copies of all exceptions noted in Schedule B-2 thereof.

(f) A copy of all Envixonmental Materials (as defined in
ss. 3.01 below),

(g) Those items described on Exhibit 6 hereto.

(h) Copies of all other information and documents that
pextain to the physical condition of the Property.

2.02 Study Period. Buyer shall have a period (the "Study
period" ), commencing upon the Effective Date and ending at 3:00 pm
(Washington, D.C. time) on December 14, 2005 (the "Study Period
Expiration Date" ) in which to determine in Buyer's discretion whether,
for any reason or for no reason, to pxoceed to closing of the purchase
of the Pxoperty. If Buyer elects not to proceed, to closing of the
purchase of the Property, then Buyer shall have the right to terminate
this Agreement upon written notice to Seller delivered prior to 3:00
p.m. Washington, DC, time on the Study Period Expixation Date (the
&Study Period Notice" ), in which event the Deposit (less $100, which
shall be paid to Seller as consideration for such termination) shall be
returned to Buyer and the paxties shall have no further liability
hereunder (excepting any obligations, covenants and agreements of the
parties hereto which pursuant to the terms of this Agreement survive '

termination, including without limitation Buyer's obligations under
Sections 2.03, 8.03, 9.04, 9.07 and 9, 08, both parties' obligations
under Sections 8.03, 9.07, 9.08 and 9.16 and the indemnity obligations
of Buyer and Seller under Sections 2. 03, 9.04 and 9 07 (collectively
the "Continuing Obligations")) . In the event Buyer does not deliver the
Study Period Notice in accordance with this Section 2.02, Buyex shall
be deemed to have automatically waived its right to terminate this
Agreement, and the parties shall proceed to closing in accox'dance with
the terms set forth herein

2.03 Right of Entry. During the period commencing on the
Effective Date and expiring at Closing (or, if earliex, the date on
which this Agreement is terminated), Buyer and its agents shall have
the right to enter the Property for the purpose of examining the
environmental, physical, and other conditions of the Property. Such
right of entry shall be governed by the following provisions:

(a) In exercising such right of entry, Buyer or the Buyer'8
representatives, attorneys, consultants, engineers, architects, prospective
lenders, prospective partners and other employees and agents, who, because of
their involvement with the proposed transaction, need to know such information
fox the puxpose of giving advice with respect to, bidding on or consummating the



proposed transaction (collectively, the "Buyer Parties" ) are entitled to enter
upon the Property, upon reasonable prior notice to Seller and at times
reasonably agreed upon by Seller, and for the sole purposes, each of which must
be expressly approved in advance by Seller, in Seller's reasonable discretion,
(i) to perform inspections and tests of the Property, including surveys,
environmental studies and examinations, and (ii) to examine the books and
records of Seller relating to the Property, excluding (l) any proprietary
information related to Seller's business, (2) any opinions, appraisals, audits,
internal memoranda or other internal work product or similar documents with
respect to the Property and (3) any information related to the financing of the
Seller or the Property. All such surveys or inspections undertaken by or on
behalf of Buyer shall be conducted in strict accordance with all applicable laws
and regulations and in a manner reasonably acceptable to Buyer and Seller. Buyer
shall not communicate (whether in person or by telephone) with any officials at
environmental, zoning, assessment or other government agencies regarding the
Property or the Seller by name without Seller's prior written consent (which
consent shall not be unreasonably withheld). Seller (and, at Seller's option and
cost, Seller's counsel) shall have the absolute right to be present at any
meetings (including meetings conducted by telephone) with any governmental and
quasi-governmental authorities and officials, including but not limited to any
Advisory Neighborhood Commission members, or CSX Realty Development, LLC, or any
affiliate (or its attorneys), whether at a formal or informal meeting. Buyer
shall provide copies of any correspondence sent to or received from such
officials, or CSX Realty Development, LLC (or its attorneys), within two (2)
business days after receipt or dispatch, as the case may be. Buyer shall not
have the right to make any commitments to any such parties that are in any way
binding on Seller or the Property.

(b) If Buyer wishes to engage in any testing of any portion
of the Property, Buyer shall obtain Seller's prior written consent thereto,
which may be refused or conditioned as Seller may deem appropriate in its
reasonable discretion. Notwithstanding anything to the contrary contained
herein, Buyer shall not conduct or allow any physically intrusive testing of, on
or under the Property without first obtaining Seller's written consent as to the
timing and scope of the work to be performed, which shall not be unreasonably
withheld, and which consent may contain any additional reasonable requirements
of Seller with respect to such testing. Without limiting the generality of the
foregoing, Seller's written approval (which may be granted, withheld or
conditioned in Seller's reasonable discretion) shall be required prior to
conducting any Phase II environmental survey or any testing or sampling of
surface or subsurface soils, surface water, groundwater or any materials in or
about the Property in connection with Buyer's environmental due diligence. If
any testing is approved. by Seller, Buyer agrees to cooperate with any reasonable
request by Sellex in connection with the timing of any such inspection or test.
Buyer agrees to provide Seller, upon Seller's request, and without any
representations or warranties, copies of the final versions of any written
inspection or test report or summary prepared by any unrelated third party
(excluding attorneys), and copies of all test results. Buyer agrees that any
inspection, test or other study or analysis of the Property by Buyer shall be
performed at Buyer's expense and in accordance with applicable law. Under no
circumstances shall any of Buyer's inspections or sampling in any way invalidate
or adversely affect Seller's rights under that certain Amended and Restated
Environmental Agreement dated as of December 13, 2002, by and between cSX Realty
Development, LLC, and Pirst & M Street Investing Company, -LLC, or that certain
Environmental Escrow Agreement dated December l3, 2002, between CSX Realty
Development, LLC, and Pirst & M Street Investing Company, LLC (collectively, the



&&CSX Environmental Agreements" ) . Buyer agrees at its own expense to promptly
restore the Property or, at Seller's option, to reimburse Sellex far any zepair
or restoration costs, if any inspection or test requires or results in any
damage to or alteration of its condition (other than that arising from the
discovery of preexisting conditions).

(c) Buyer agrees that Buyer and Buyer's representatives or
contractors accessing the Property will be covered by not less than $2, 000, 000
(per occurrence) commercial general liability insurance naming Seller as
insured, issued by a licensed insurance company, and otherwise reasonably
acceptable to Seller.

(d) Buyer agrees that any materials or information provided
or made available to Buyer by Seller or its representatives pursuant to Section
2. 01 or otherwise in connection with the Property and any and all information,
studies and. tests obtained by Buyer pursuant to Section 2.03 above
(collectively, the "Property Information" ) is proprietary and confidential,
unless such information is in the public domain or is available to Buyex from
any other source (other than by reason of a breach by Buyer of the
Confidentiality Agreement or a breach by a third party of a confidentiality
agreement with Seller (if Buyer is aware of such confidentiality agreement)).
Buyer further agrees that all such Property Information and any notes regarding
such Pxoperty Information ("Notes" ) will be used solely fox the purpose of
evaluating the potential purchase of the Property by Buyer and will not be used
or duplicated for any other purpose. Buyer shall keep all Property Information
and Notes strictly confidential pursuant to the provisions of Section 9.16
hereof. Notwithstanding the foregoing, Buyer may disclose the Property
Information to the Buyer Parties, provided that for any Buyer parties who do not
sign a confidentiality agreement, Buyer shall inform such Buyer Parties of the
confidential nature of such information and shall direct and cause such Buyer
parties to keep all such information in the strictest confidence and to use such
information only in connection with the proposed transaction and in accordance
with the terms of this Agreement. If, at any time, either (i) Buyer elects not
to proceed with the purchase of the Propexty; (ii) this Agreement is terminated
for any reason; or (iii) Seller requests such information following the
termination of this Agreement, Buyer will promptly deliver to Seller all
Property Information and destroy all Notes, and promptly certify to Seller, in
writing, that, to the best of Buyer's knowledge, all Property Information has
been returned and all Notes destroyed. In addition, Buyer shall, concurrently
therewith, deliver to Seller, without any representations or warranties, true
and correct copies of the final versions of all written feasibility studies,
drawings, plans and reports prepared by unrelated third parties (excluding
attorneys) an behalf of Buyex, All obligations of Buyer under this Section
2.03(d) and Section 9.16 shall be referred to as the "Confidentiality
Obligations. " The Confidentiality Obligations sha11 survive Closing until the
earlier of (a) the Closing or (b) one (1) year after the originally scheduled
Closing Date.

(e) Buyer agrees to indemnify, defend with counsel reasonably
acceptable to Seller and hold harmless Seller and all employees, affiliates,
subsidiaries, shareholders, officers, directars, trustees and partners of
Sellex, as well as any investment manager and other agents of Seller
(collectively, the "Seller Parties" ), from and against any and all actual loss,
injury, damage, claim, lien, liability, suit, cost, including without limitation
reasonable attorneys' fees and costs, or expense (collectively, "Claims" ),
caused by or arising from the exercise by Buyer or any of the Buyer Parties or
their respective employees, contractors, consultants, agents or representatives
of the right of access under this Agreement ox arising out of damage to persons



or property caused Buyer or the Buyer Parties in connection with Buyer' s
investigations of the Property under this Section 2, 03 (othex' than that arising
from the discovery of pre-existing conditions) . The indemnity in this section
2.03(e) shall survive closing or any termination of this Agzaement.

2 04 Legal Review Period. Seller has delivezed to Buyer a
title insurance commitment dated Mazch 3, 200S ("Title Commitment" )
with'zespect to the Propax'ty from Tzi-State Commercial Closings, Znc.
and a survey of the Property last zevised on August 10, 2005 (the
"Suxvey") prepared by VZKA, Zncoxpoxated, All of the matters set forth
on such Title Commitment and Suxvey shall be deemed to be "permitted
Exceptions" hereunder (othar than the printed exceptions, which shall
not constitute Permitted Exceptions). Buyer has requested Commonwealth
Land Title Insurance Company, c/o Commercial Settlements, Inc. ("Title
Company" ) prepare a title commitment and to delivex said title
commitment to Buyer not later than November 18, 2005. When issued, such
title commitment shall thezeafter constitute the Title Commitment
hereundez. Zn the event that any matters of title or survey that are
specified in any update of such Title Commitment or Suzvey with respect
to the Property (a "New Title Matter" ) were not in the original Title
Commitment, than Buyer shall notify Seller in writing of any such title
or survey mattez to which Buyez objects (the "Title Notice" ) within
five (S) business days after Buyer's receipt of such update. If Buyer
does so notify Sellez of a New Title Matter' objectionable to Buyez
within tha prescribed time set forth above, Sellez shall have five (5)
business days in' which to datexmine whether to cure tha defeat or other
matter so ohj acted to by Buyer and to notify Buyer in writing of
Seller's decision in this regard. Notwithstanding anything to the
contrary in this Agreement, Seller shall not be required or obligated
to expend any amount of money or take any othez action to cure any
defect or other mattex', except that Seller will cause to be paid off
and zeleased at or pzioz to Closing any deed of trust encumbezing title
to the Property, any other lien securing a monetaxy obligation and any
matter affecting title caused to he recozded by Sellez after the date
of this Agreement that is not expressly permitted hy this Agreement
(collectively, the "Seller Encumbrances" ). Zf Seller is unable or
elects not to cure, to the reasonable satisfaction of Buyer, the New
Title Matter (othar than a Seller Encumbrance) objected to by Buyer
(and Buyer shall not be required to accept affirmative title insurance
as a cure), then Buyer shall have the right, as its sole zemedy on
account thereof, to either (i) waive such New Title Matter and take
title to the Property without any adjustment in the Purchase Price (in
which case such New Title Natter shall be a Permitted Exception
hereunder), or (ii) texminate this Agreement and receive a return of
the Deposit. In the event Buyez elects to terminate this Agreement by
timely notifying Seller of Buyer's election as aforesaid, the Deposit
shall be returned to Buyer and the parties shall have no further
liabilities hexeunder except for the Continuing Obligations. Zn the
event that Buyer fails to initially notify Seller in wxiting of a
defect or other objectionable matter within five (5) business days
after Buyer's receipt of .the Title Commitment update that discloses the
same, or Buyer fails to terminate the Agreement within the prescribed
time upon Seller's failure to cure the defect or other matter to
Buyer's reasonable satisfaction, then such title and survey matters
(other than Seller Encumbrances) shall be deemed to be Permitted
Exceptions and Buyez shall be deemed to have automatically waived any
objection to such title and suxvey matters.

2.0S CSX Environmental Agreements. The Government of the
District of Columbia, Department of Health ("DOH"), has approved a Work
Plan for remediation of the contaminated soil end groundwater at the



Property, as set forth in a lettez dated December 13, 1999 from
Theodore J. Gordon, Chief Deputy fox Public Health Assurance, to CSX
Real propez'ty, a copy of which has been provided to Buyer (the "Work
plan" ) . Pursuant to the CSX Environmental Agreements, CSX Realty
Development, LLC ("CSX") has agreed, among other things, to exercise
goad faith efforts to obtain a Closure Letter from the District of
Columbia Department of Health regarding the presence of contamination
at the Property, to perform certain remediation work with respect to
groundwater at the Property necessary to obtain a Closure Letter, to
establish an escrow fund to cover the cost of the remediation work to
be performed by CSX and to indemnify First a M Street Investing
Company, LLC, and Seller, as successor thereto, and their respective
successors and assigns, against certain claims or losses arising in
connection with the contamination or the remediation work. An escrow
fund in the amount of One Hundred Thousand Dollars ($100,000) has been
established pursuant to an Environmental Escrow Agreement dated
December 13, 2002, among CSX, Fiz'st & M Stz'eet Investing Company, LLC,
and Miles and Stockbridge, as escxow agent, a copy of which has been
provided to Buyer (the "Environmental Escrow Agreement" ) . At Closing,
Seller shall assign to Buyex all of Seller's rights accruing from and
after the Closing under the Work Plan and the CSX Environmental
Agreements, and Buyer shall assume, pursuant to the Assignment of
Environmental Agreements (as defined below), all of Seller' s
obligations, if any, under the Woz'k Plan and the CSX Envix'onmental
Agreements.

2.06 As Is, Where Is. Except as otherwise may be expz'essly set
forth herein or in any documents executed and delivered by Seller at
Closing (the "Seller Closing Documents" ); (a) Seller makeS no
representation or warranty as to the truth, accuracy or completeness of
the Property Information, including without limitation the contents of
Seller's or Seller's agents' and repzesentatives' books and records,
contracts, rent rolls, leases or income and expense statements, whichit may make available to Buyer in connection with Buyer's evaluation of
the Property, including without limitation the Property Information, or
that actual results vill conform to any projections contained therein;
(b) Seller expressly disclaims any and all liability for
representations, warranties, express or implied, in such materials or
in any other written, oral or other communications transmitted or made
available to Buyex by Seller or its consultants, agents oz
representatives including, without limitation, computer disks
containing files with financial data or projections; (c) Buyer
acknovledges and agrees that all materials, data and other information
made available to Buyer are made available as a convenience and
accommodation only; and (d) Buyer shall be responsible for verifying
thx'ough Buyer's own due diligence the accuracy and completeness of all
documents and information, provided by Seller to Buyer, and any
reliance by Buyer on such documents and information shall be at Buyer' s
own risk.
3. Representations and Warranties.

3.01 Seller's Representations and Warranties, Seller hereby
represents and warrants that:

(a) All of the documents
delivered to Buyer pursuant to Section 2.01
without intentional alteration or omission.
occupancy agreements, contzacts and service
thereto, delivered pursuant to Section 2, 01
occupancy agreements, contracts and service

and information required to be
have been oz will be so delivexed
The leases, licenses and other
agreements, including any amendments
aze all the leases, licenses,
agreements affecting the Property



and such leases licenses, occupancy agreements and contracts and service
agreements, are true, accurate and complete copies of such agreements

(b) To Seller's knowledge, there are not, pending any special
assessments (with the exception of a special assessment for constxuction of the
New York Avenue subway stop) or condemnation actions with respect to the
Property. All real estate taxes, due and payable, with respect to the Property,
on or before closing (excepting special assessments or benefit charges, which
are payable over a period of years) have been or will be paid in full prior to
closing, subject to pro-ration in accordance with Section 5.05 below.

(c) This Agreement has been, and all the documents to be
delivered by Seller to Buyer at closing pursuant to Section 5.02 will be, duly
authorized, executed and delivered by Seller ox will be at Closing binding on
Seller. Seller is a limited liability company, duly organized and validly
existing and in good standing under the laws of Delaware, is qualified to do
business in the District of Columbia. Seller has the capacity and authority to
enter into this Agreement and consummate the transactions herein provided.
Seller has obtained all consents and permissions related to the transactions and
contemplated and required under any covenant, agreement, encumbrance or
applicable laws.

(d) To Seller's knowledge, this Agreement, and the transfer
of the property by Seller, do not violate any contract, agreement or instrument
to which Seller is a party or by which the Seller is bound or any applicable
law.

(e) The Property is not, or at Closing hereunder will not be,
subject to mechanic's liens or other similar liens for services provided to or
on behalf of the Seller, or other matters of record that evidence, secure or
create a lien upon the Property, for payment of any monetary sum, other than a
lien for real estate taxes, assessments, vault rents or other similar charges
not yet due and payable.

(f) Seller is not a "foreign person" within the meaning of
Section 1445(f)(3) of the Internal Revenue Code of 1986.

(g) To Seller's knowledge, there is no court action,
arbitration, mediation, reference, investigation or other legal proceedings (i)
pending or threatened against Seller before any court or administrative agency
that affects or could affect Seller's ability to perform its obligations under
this Agreement or that, if decided adversely to Seller, could have a material
adverse affect on the Property, or (ii) specifically relating to the Property
(other than routine slip and fall claims covered by insurance) that are pending
or threatened or have previously been settled or otherwise concluded since
January 1, 2001.

(h) Except as disclosed in the environmental reports and
other materials listed on Exhibit B attached hereto (the "Environmental
Material, s"), Seller has received no written notices related to any Environmental
Laws or any Hazardous Substances pertaining to the Property. To Sellex's
knowledge, Seller has no environmental xeports or studies relating to the
Propexty in its possession or control other than the Environmental Materials and
the Environmental Materials delivered to Buyer are true and complete copies



thereof. For purposes of this Agreement, "Environmental Laws" shall mean all
federal, state and local laws, statutes, ordinances, codes, rules, regulations,
decisions, or decrees, and any judicial interpretation of any of the foregoing,
applicable to the Property that pertains or relates to Hazardous Substances, and
all amendments to any of the foregoing (including, without limitation, the
following: the Comprehensive Environmental Response, Compensation and Liability
Act of 1980, as amended by the Superfund Amendments and Reauthorization Act of
1986; the Resource Conservation and Recovery Act of 1976; the Solid Waste
Disposal Act; the Clean Water Act; the Clean Air Act; the Federal insecticide,
Fungicide and Rodenticide Act; the Hazardous Materials Transportation Act; the
Toxic Substances and Control Act of 1976; the Occupational Safety and Health
Act; the Safe Drinking Water Act; and the Underground Storage Tank Management
Act of 1990). For the purposes of this Agreement "Hazardous Substances" shall
mean any "hazardous substance, " "hazardous material, " "toxic substance" or
"solid waste'& as such tezms are presently defined in those laws specifically
listed under the definition of Environmental Laws in this Agreement.

(i) There are no due and payable but unpaid leasing
commissions relating to the Property.

($) Seller has not entered into any agreement or assumed any
obligation which is not of public record with any governmental authority or
agency which would impose on Buyer the obligation to make any contxibutions of
money, dedications of land, grants of easements or rights of way, or to
construct, install or maintain any improvements, public or private, on or off
the Pxoperty, or which otherwise affect, restrict or encumber the development of
the Property, which has not been, or will not be, satisfied or discharged prior
to closing, and to Seller's knowledge no predecessor-in-interest to Seller has
entered into any such agreements or obligations.

(k) Seller has not received any written notice (which shall
not include notices to the general public in news sources, etc. ) of any pending
or, contemplated Taking (as defined in Section 6 hereof) with respect to the
Property.

(1) Except (i) as provided in certain letter agreements or
pzoposals with James G. Davis Construction Corporation and Walsh/Davis Joint
Venture (the "Davis Agreement" ), a true and correct copy of which Davis
Agxeement has been pxovided to Buyer, and (ii) as provided in the CSX
Environmental Agreements, true and correct copies of which have been provided to
Buyer (it being understood that the CSX Environmental Agreements permit ongoing
access by CSX Realty Development, LLC to the Property for the purposes set forth
therein), Sellez has not granted any other party any rights to use or occupy any
portion of the Property and to Sellex' s knowledge no pxedecessor-in-interest to
Seller has granted any such rights. '

(m) To Seller's knowledge, the materials described in Section
2.01 include all materials in Seller's possession relating to the physical
condition of the Property, excluding any internal development studies or plans
or any pzoprietary or confidential information, but including axchitectural and
engineering studies and dzawings in Seller's possession.
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(n) Seller has received no written notice to the effect that
the pxoperty is not in compliance with applicable laws ox that there has been or
may be an investigation of the Property by any governmental authority.

(o) Seller is not, and is not acting on behalf of, "employee
benefit plan" as defined in Section 3(3) of the Employee Retirement Income
Secuxity Act of 1974, as amended ("ERISA"), that is subject to Title I of ERISA,
a Nplan" as defined in Section 4975 of the Internal Revenue Code or an entity
deemed to hold the plan assets of any of the foregoing.

Any reference in this Agreement to "knowledge, " "actual knowledge" or "best of
knowledge" of Seller, shall be deemed to mean the actual knowledge of Matthew J.
Kleig. n, Dodd Walker and Joseph M. O' Connor, without inquixy or review of Seller' s
books and recox'ds. Matthew J. Klein, Dodd Walker and Joseph M. O' Connor are the
persons employed by Seller or its constituent members who have primary
responsibility for the Property. Any reference in this Agreement to the receipt
of notices or other communications by Seller shall be deemed to mean the
knowledge by Mr. Klein, Mr. Walker or Mr. O' Connor of receipt by Sellex' of such
notice or communication in writing to Seller. Buyer acknowledges and agrees that
neithex' such party nor any other employee or agent of Seller shall have any duty
or obligation under this Agreement or other law to make any affixmative
investigation of the matters covex'ed by the foregoing provisions in order to
determine the accuracy or truthfulness thereof. Except as expressly set forth in
this Agreement and the Seller Closing Documents: (1) Buyer has not relied and
will not rely on, and Seller is not liable for or bound by, any express or
implied warranties, guaranties, statements, xepresentations or information
pertaining to the Property or relating thereto made or furnished by Seller, or
any real estate broker or agent representing or purporting to represent Seller,
or any third party in the form of reports or otherwise, to whomever made or
given, directly or indirectly, orally or in writing; and (2) in addition, Buyer
hereby acknowledges and agrees that the Property is to be conveyed by Seller to
Buyer in "as-is, whex'e-is, with all faults" condition without warranty or
representation, express or implied, as to zoning, physical condition,
environmental condition, suitability for a particular purpose ox any other
matter whatsoever.

3.02 Conditions to Buyer's Closing. The sole conditions
precedent to the Buyer's obligation to close hereunder shall be the (i)
continued accuracy as of the Closing Date in all material respects of
the representations and warranties set forth in Section 3.01 above,
(ii) the performance by Seller in all material respects of its
covenants and agreements contained in this Agreement to be performed or
observed by Seller prior to or on the Closing Date, and (iii) the
unconditional and irrevocable agreement in writing by the Title
Company, upon payment by Buyer of the premium therefor, to issue to
Buyer at Closing an ALTA Form B (1970, amended 10/17/70) extended
coverage owner's title insurance policy, effective as of the date and
time of the recordation of the Deed, insuring Buyer as owner of the
property with coverage in the amount of the purchase price (subject,
however, to the Permitted Exceptions), together with all title
endorsements requested by Buyer (and issued by the Title Company in a
pro forma or title commitment delivered. to Seller) prior to the Study
Period Expiration Date. If any representation or warranty set forth in
Section 3.01 above shall not be correct in any matexial respect at or
before Closing, as may be determined by the certificate delivered from
Seller to Buyer at closing (as described in Section S.02) or othexwise,
or if the Title Company fails upon closing and payment of its premium
to commit to issue a title policy to Buyer as above provided, or if any
other condition above is not satisfied, Buyer may, as its sole remedy
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on account. thereof, terminate this Agreement and receive a return of
its Deposit, in which event the parties shall have no further liability
hereunder (exeept fox the Continuing Obligations and as pxovided in
Section 7.01 if Seller is in default) . Absent any such termination,
upon Closing hereunder the covenants, representations and warranties
set forth in Section 3.01 above, as modified by the certificate
delivex'ed from Seller to Buyer at closing as described in Section 5.02,
shall be deemed remade as of the date of Closing hereunder. However,
notwithstanding anything to the contraxy herein, . to the extent that (i)
any documents or information regarding the Seller or the Property are
disclosed in writing (which shall include disclosure by email) to Buyer
or brought to Buyer's attention prior to Closing in writing (including
email); or (ii) Buyer otherwise knows about any facts or information
that would cause any of Seller's representations, warranties or
covenants hereunder to be inaccurate or not in compliance with this
Agreement, and Buyer nevertheless closes on purchase of the Propexty,
Buyer shall be deemed to have accepted and to have waived any ob]ection
to or claim based on such documents or infoxmation. Furthermore, except
with respect to the covenants, representations and warranties which are
expressly to survive Closing hereunder pursuant to Section 3.05 below,
all covenants, representations and warranties contained in this
Agxeement shall merge in the deed delivered at .Closing and shall not
survive closing hereunder.

3.03 Buyer's Representations and Warranties. Buyer hereby
represents and warrants to Seller as follows.

(a) This Agreement has been, and all the documents to be
delivered by Buyer at Closing will be, duly authorized, executed and delivered
by Buyer or will be at Closing binding on Buyer. Buyer is a limited liability
company, duly oxganized and. validly existing and in good standing under the laws
of Delaware. Buyer has the capacity and authority to enter into this Agreement
and consummate the transactions herein provided. Buyer has obtained all eonsents
and permissions related to the transactions and contemplated and required under
any covenant, agreement, encumbrance or applicable laws. .

(b) This Agreement, and the acquisition of the Property by
Buyer, shall not violate any contract, agreement or instrument to which Buyer is
a party or by which the Buyer is bound or any applicable laws.

3.04 Conditions to Seller's Closing. If any representation or
warranty set forth in Section 3.03 above shall not, be correct in any
material respect at or before Closing and such failure prevents Buyer
from consummating closing hexeunder on the Closing Date, Seller may
terminate this Agreement and retain the Deposit as its sole remedy.

3.05 Survival of Repx'esentations. All of the covenants,
representations, and warranties of Seller and Buyer expressly made in
this Agreement shall survive Closing hereunder for a period of one
hundred eighty (180) days (the "Survival Period" ) . If any claim is
initiated within the Survival Period (whieh may only be initiated by
written notice to Seller), then unless such claim is settled by the
pax'ties, a lawsuit must be initiated within forty five (45) days after
the expiration of the Suxvival Period, failing which Buyer shall have
no further right to institute a claim or action under this Agreement,



4. Pre-closing Obligations.

4.01 Operations. Between the Effective Date and Closing
hereunder, Seller shall continue to operate the Property in the normal
course of business and maintain its current insurance,

4.02 Actions Affecting Property. Between the Effective Date
and the Closing Date, Seller shall give Buyer written notice of any
actions taken or notices received, with regard to leases, title or
otherwise, with respect to the Property. Between the Study Period
Expiration Date and Closing hereunder, Seller shall not execute any new
leases without Buyer's prior written approval, which approval may be
withheld, conditioned or delayed in Buyer's sole and absolute
discretion. In addition, during the period between the Study Period
Expiration Date and Closing hereunder, Seller shall not execute any
documents, agreements or instruments affecting the Property, ox (to the
extent within Seller's control) otherwise allow or permit the
imposition of any liens or other encumbrances which affect title to the
property, without the prior written approval of the Buyer. Zn the event
that Buyer fails to respond within five (5) business days after its
receipt of any written request for approval of a lease or any other
document, then Buyer's approval shall be deemed denied.

4.03 Transferable Development Rights, Pursuant to that certain
Certificate of Transfer of Development Rights (Transfer Number Seven)
dated as of May 6, 2002, by and among Theodore Cardinal Mccaxrick,
Roman Catholic Archbishop of Washington, First a M Street Investing
Company, LLC, and the District of Columbia Government, recorded as
Instrument Number 2002116594 among the District of Columbia land
xecords (the "TDR Agreement" ), Seller, as successor to First a M Street
Investing Company, LLC, is the owner of 11,538 square feet of
transferable development rights ("TDR"), as defined therein and under
applicable District of Columbia law. Seller shall txansfer and convey
to Buyer, at Closing, all right, title and interest in and to the TDR
as set forth in the TDR Agreement, which transfer shall be effected
pursuant to the Deed (as defined below).

5 Closing and Settlement.

5.01 Closing Date. The purchase and sale contemplated herein
shall close (the "Closing" ) at the offices of DLA Piper Rudnick Gray
Cary US LLP ("Seller's Counsel" ), 1200 19th Street, NW, Washington, DC,
at 10.00 am on January 30, 2006 (the "Closing Date" ) . In addition, at
the request of either party, the parties shall meet at the aforesaid
offices of Seller's Counsel one day prior to the Closing Date in order
to verify compliance with all texms of the Agreement by both parties.

hereto.

5.02 Seller' s Deliveries. At Closing, concurrently with
payment to Seller of the Purchase Price (subject to closing adjustments
in accordance with this Agreement), Seller shall execute and deliver to
Buyer the following documents ("Seller's Deliveries" ):

(a) A special warranty deed in the form of Exhibit C attached

(b) An assignment of tangible and intangible px'operty rights
in the form of Exhibit D attached hereto (the "Assignment" ) .



(c) Evidence, in form reasonably satisfactory to the Title
company, of Seller's power and authority to enter into this transaction.

(d) A written certificate stating that all representations
and warranties contained in Section 3.01 above remain, as of the date of
closing, correct in all material respects as when first made hereunder or, if
not correct, stating the extent to which any such representations and warranties
are not correct ("Seller's Certificate" ).

attached hereto.

(e) A District of Columbia Form FP-7C (the "FP-7C").

(f) An owner's title affidavit in the form of Exhibit E

(g) an assignment and assumption of the Work Plan and the CSK
Environmental Agreements in the form attached hereto as Exhibit F (the
"Assignment of .Environmental Agreements" ).

(h) A settlement statement in .accordance with the terms of
this Agreement (the "Settlement Statement" ).

(i) Such additional documents as may be reasonably necessary
or customary to consummate the transactions contemplated by this Agreement.

1.01(b))

(j) A FIRPTA certificate.
(k) The Density Bonus Covenant (as defined in Section

(l) To the extent they are then in Seller's possession, and
have not theretofore been delivered to Buyer: (i) all architectural and
engineering studies and drawings; and (ii) all correspondence and records
relating to the CSX Environmental Agreements and the on-going operations and
maintenance of the Property.

5.03 Buyer's Deliveries.

(a) At Closing, Buyer shall pay the Purchase Price in
accordance with Section 1.01(a) .

(b) At Closing, Buyer' shall execute and deliver to Seller the
following documents:

(i) The Settlement Statement.

(ii) The Assignment.

(iii) A written certificate stating that all representations
and warranties contained in Section 3.03 above remain, as of the date of
Closing, correct in all material respects as when first made hereunder or, if
not correct, stating the extent to which any such representations and warranties
are not correct (the "Buyer's Certificate" ).

.(iv) The FP-7C.
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(v) The Assignment of Environmental Agreements.

(vi) The Density Bonus Covenant.

(vii) Such additional documents as may be reasonably
necessary or customary to consummate the transactions contemplated by this
Agreement.

5.04 Possession. Possession of the Property shall be delivered
to the Buyer on the date of Closing.

5.05 Prorations. The following provisions sha11 apply to the
division of funds, obligations and payments between the parties as of
closing hereunder:

(a) The parties shall adjust and prorate the following items
as of 11:59 p.m. on the day prior to Closing: All real property taxes,
assessments and other governmental impositions of any kind or nature, including
any special assessments or similar charges, accrued or imposed in any connection
with the Property (collectively "Taxes" ), which relate to the tax year or other
applicable tax period within which the Closing occurs (whether paid or accrued).
Special assessments imposed by the Washington Metropolitan Area Transit
Authority for the New York Avenue transit stop shall be pro-rated as of the date
of Closing.

(b) The parties agree that in the event the Seller's proceeds
of the Purchase Price are not delivered to Seller's account pursuant to Sectionl.02(b) by 2 00 p. m. , Washington, DC, time on the day of Closing determined in
accordance with Section 5, 01 .above, then the prorations described in subsection
(a) above shall he recalculated as of ll:59 p. m. , Washington, DC, time on the
day immediately prior to the first day on which Seller has such funds hy 2:00
p.m. Eastern Standard Time. Such recalculation shall not diminish or otherwise
affect the parties' obligation to close at the time and at the place required by
the terms of this Agreement.

(c) The obligations under this section shall survive Closing.
In the event that any errors in prorations made at closing are discovered or
additional adjustments to prorations are necessary after closing, the parties
shall promptly re-adjust the subject amounts, with such payments to be made
between the parties as are necessary to correct the errors. In all events, the
parties shall make such adjustments, or confirm in writing that no such
adjustments are necessary, within nine (9) months after the date of Closing.

5.06 Closing Costs. Buyer and Seller shall each pay one-half
of the District of Columbia Transfer Tax and the District of Columbia
Recordation Tax imposed on the recordation of the Deed. Buyer shall pay
all costs of the survey, examination of title and all title insurance
policy premiums. Seller and Buyer shall each pay the costs of its own
attorneys. Seller shall pay any costs to release any deeds of trust or
monetary liens affecting the Property.

6. Condemnation. In the event any governmental or quasi-governmental
authority notifies Seller, or Seller becomes aware, of any permanent or
temporary actual taking or condemnation of all or any portion of the Property
(&'Taking"), Seller shall promptly notify in writing Buyer of the same. If such
Taking would not materially adversely affect Buyer's intended development or use
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of the Property (as reasonably determined by Buyer), Buyer shall proceed to
Closing with no reduction in the Purchase Price, and all proceeds of such Taking
less all reasonable costs of collection incurred by Seller shall be delivered or
assigned to Buyer at Closing. Zf, however, such Taking would materially
adversely affect Buyer's intended development or use of the Property (as
reasonably determined by Buyex), then Buyer shall have the right, at its sole
option, either to (a) pxoceed to Closing with no reduction in the Purchase
Price, in which event any and all proceeds of such Taking less all xeasonable
costs of collection incurred by Seller shall be delivered or assigned to Buyex
at closing, or (b) terminate this Agreement, in which event the Deposit shall be
promptly released to Buyer, and Seller and Buyer thereafter shall be released
from any further liabilities or obligations under this Agreement, except for the
Continuing Obligations. Within ten (10) days after Buyex' s receipt of written
notice fxom Seller regarding the occurrence of any Taking, Buyer shall notify
Seller in writing of Buyer's detexmination as to whethex' such Taking would or
would not materially adversely affect Buyer's intended development or use, of the
Property (as reasonably determined by Buyer). lf Buyer fails to deliver such
written notice to Seller prior to the expiration of said 10-day period, then
Buyer shall be deemed to have made a detexmination that such Taking shall not
adversely affect Buyer's intended development of the Propexty, and an election
to proceed to closing with no reduction of the Purchase Price in accordance with
clause (a) above.

7. Default/Remedies.

7.01 Default by Seller. Zf the closing fails to occur due to
sellex' s default in its obligations to be performed on the Closing
Date, then Buyer shall have, as its sole option and remedy on account
thereof, the right to either (a) enforce this Agreement by specific
performance, or (b) texminate this Agreement and receive a retuxn of
the Deposit.

7.02 Default by Buyer. Zf the Closing fails to occur due to
Buyer's default in its obligations to be perfoxmed on the Closing Date
(all conditions to Buyer's obligation to close having been satisfied or

waived in writing), then Seller shall have the right to terminate this
Agreement and to retain the full amount of the Deposit hereunder, as
Seller's sole remedy and liquidated damages on account of the Buyer' s
default. Notwithstanding the foregoing, this provision shall not limit
the Seller's right to pursue and recover on a claim with respect to any
Continuing Obligations of Buyer. The paxties agree that the Seller' s
actual damages would be difficult to ascertain and that the total
Deposit is the paxties' best and good faith estimate of such damages
and not a penalty.

8. Deposit.

8.01 Disbuxsement of Deposit. Escrow Agent shall hold the
Deposit in an interest bearing account at a federally insured financial
institution in the Washington metxopolitan area or a U.S. Treasury
money market fund, Any interest earned on the Deposit shall be and
become part of the Deposit. Escrow Agent shall retain or return the
Deposit, as appropriate, as provided in this Agreement. Zf by 6:00
p.m. , Washington, DC, time, on the expiration date of the Study Period,
Buyer has delivered the Study Period Notice, terminating the Agreement,
then Escrow Agent shall return the Deposit to Buyer.



8.02 Disputes. In the event of any dispute between Seller and
Buyer regarding the disbursement of the Deposit, Escrow Agent shall
hold the Deposit until (i) Seller and Buyer agree with respect to the
disbursement of the Deposit or (ii) Escrow Agent receives a final,
non-appealable, unstayed order binding upon it from a court of
competent jurisdiction with respect to the disbursement of the Deposit.
Notwithstanding the foregoing, in the event this Agreement is
terminated by Buyer by delivery of the Study Period Notice within the
Study Period, then the Deposit shall be disbursed promptly to Buyer.

8.03 Attorneys' Fees and Interest. In the event there exists a
dispute between Seller and Buyer as to the disbursement of the Deposit
in accordance with Section 8.01, and a court of competent jurisdiction
determines that the Deposit should have been disbursed to either Seller
or to Buyer, then in addition to all other amounts payable under this
Agreement, and notwithstanding any limitation set forth in this
Agreement on the liability of any party, the non-prevailing party in
such litigation or proceeding shall pay all fees and expenses
(including, without limitation, court costs and reasonable attorneys'
fees) incurred by the other party in obtaining the release of the
Deposit,

9. Miscellaneous.

9.01 Assignment. Buyer represents to Seller that Buyer intends
to purchase the Property for Buyer's own investment purposes. Likewise,
Buyer shall not assign or transfer this Agreement or any interest
herein or in the Property to any third party without the prior written
consent of the Seller. However, Buyer shall have the right, upon
written notice to Seller but without Seller's consent, to assign this
Agreement prior to or at closing to any entity in which an entity
controlled by or under common control with Walton Street Capital, LLC
and an entity controlled by or under common control with
StonebridgeCarras, LLC have direct or indirect interests Likewise,
Seller may withhold its consent to, and Buyer hereby agrees to not
undertake, any other assignment for the purpose of transferring
directly or indirectly the rights to purchase the Property in return
for monetary consideration. Upon any. assignment, the original named
Buyer herein shall not be released but shall remain primarily
responsible for all duties, obligations and liabilities of the Buyer
hereunder. This Agreement shall inure to the benefit of, and be binding
upon, the successors and assigns of the parties hereto.

9.02 No Personal Liability No constituent member in or agent
of either party, nor any present or future partner, member, manager,
trustee, beneficiary, director, officer, shareholder, employee,
advisor, affiliate or agent of any partnership, limited liability
company, corporation, trust or other entity that has or acquires a
direct or indirect interest in either party or in any affiliate of
either party shall have any personal liability, directly or indirectly,
under or in connection with this Agreement or any agreement made or
entered into under or in connection with the provisions of this
Agreement, or any amendment or amendments to any of the foregoing made
at any time or times, heretofore or hereafter, and each party and its
successors and assigns and, without limitation, all other persons and
entities, shall look solely to the other party's interest in the
Property (and the proceeds therefrom) for the payment of any claim or
for any performance, and each party on behalf of itself and its
successors snd assigns hereby waives any and all such personal
liability. For purposes of this Section 9.02, no negative capital
account or any contribution or payment obligation of any partner or
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member in either party shall constitute an asset of such party. The
limitations of liability contained in this Section shall survive the
termination of this Agreement oz the Closing Date, as appli. cabee, and
are i.n additi. on to, and not in limitation of, any limitation on
liability applicable to either pazty provided elsewhere in this
Agreement or by law or by any other contract, agreement or instrument.

9.03 Limitation of Liability. To the extent that Seller has
obligations or liabilities of any kind after closing under this
Agreement, recourse for enforcement of such obligations or liabilities
(if any) shall be limited to an amount of Two Million and No/100
Dollars ($2, 000, 000.00), and no action may be taken with respect to any
greater amounts or other assets of Seller; however, the foregoing shall
not include or limit any amounts payable under Section 9.08 or other
collection costs or interest on any judgments. However, this provision
shall not be construed or interpreted as creating any such obligatians
or liabilities of Seller, which shall be determined by other pravisions
of this Agreement. Seller shall not dissolve, liquidate or wind up its
activities pzioz to the expiration of the Survi. val Period. This Section
9.03 shall survive the Closing.

9.04 Limitation of Claims. Except as set forth in this
Agreement or in the Seller Closing Documents: (1) this sale and
conveyance is made on an as-is where-is basis and Seller makes no
warranty or representation, express or implied, as to merchantability,
suitability or fitness for a particular purpose of the property, the
state of repair of the Property, or with respect to soil conditions or
the presence or release of Hazardous Substances; (2) Buyer hereby
agrees to release Seller and each of Seller's partners, membezs,
trustees, directors, officers, employees, asset managers, attorneys,
affiliates and related entities, heirs, successors, and assigns
(collectively, the "Releasees") from and against any and all
liabilities, losses, claims (including third party claims), demands,
damages (of any nature whatsoever), causes of action, costs, penalties,
fines, judgments, attorneys' fees, consultants' fees and costs and
experts' fees (collectively, the "Claims" ) with respect to any and all
claims, whether direct or indirect, known or unknown, foreseen or
unforeseen, that may arise on account of or in any way be connected
with the Property, including, without limitation, the physical,
environmental and structural condition of the Property or any law or
regulation applicable thereto, including, without limitation, any claim
oz matter (regardless of when it first appeared) relating to or arising
from (i) the presence of any environmental problems, or the use,
presence, storage, release, discharge, or migration of Hazardous
Substances on, in, under or around. the Property regardless of when such
Hazardous Substances were first introduced in, on or about the
Property, (ii) any patent or latent defects or deficiencies with
respect to the Property or any portion thereof, (iii) any and, all
matters related to the Property or any portion' thereof, including
without limitation, the condition and/or operation of the Property and
each part thereof, and (iv) the presence, release and/or remediation of
asbestos and asbestos cantaining materials in, on or about the Property
regardless of when such asbestos and asbestos containing materials were
first introduced in, on ar about the Property; (3) Buyer hereby waives
and agrees not to commence any actian, legal pzoceeding, cause of
action or suits in law or equity, of whatever kind or nature, directly
or indirectly, against the Releasees or their agents in connection with
any claims described above; (4) in this connection and ta the greatest
extent permitted by law, Buyer hereby acknowledges that factual matters
now known to it may have given or may hereafter give rise to causes of
acti, on, claims, demands, . debts, controversies, damage, costs, losses
and expenses which are presently unknown, unanticipated and
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unsuspected, and Buyer further agrees, represents and warrants that the
waivers and releases herein have been negotiated and agreed upon in
light of that realization and that Buyer nevertheless hereby intends to
release, discharge and acquit Seller from any such unknown claims,
debts, and controversies which might in any way be included as a
material portion of the consideration given to Seller by Buyer in
exchange for Seller's performance hereunder other than the excluded
claims. This release shall be given full force and effect according to
each of its expressed terms and provisions, including those relating to
unknown and unsuspected claims, damages and causes of action. The
provisions of this Section 9.04 shall survive any termination of this
Agreement and shall survive the Closing and shall not be deemed merged
into any instrument or conveyance delivered at the Closing.

9.05 Notices. All notices given in connection with this
Agreement shall be in writing and may be delivered (a) personally, (b)
by United States registered or certified mail, postage prepaid, (c) by
Federal Express or other reputable courier service regularly providing
evidence of delivery (with charges paid by the party sending the
notice), or (d) by facsimile, provided that such telecopy shall be
immediately followed by delivery of such notice pursuant to clause (a),
(b) or (c) above. Any such notice to a party shall be addressed at the
respective address set forth below (subject to the right of a party to
designate a different address for itself by notice similarly given):

IF TO SELLER:

c/o Leucadia International Corporation
315 Park Avenue South
New York, NY 10010
Attn: Joseph M, O' Connor
Facsimile: 212.598.4869

c/o Akridge Real Estate Services
601 Thirteenth Street, NW, Suite 300 North
Washington, DC 20005
Attn: Mathew J. Klein
Facsimile: 202. 347.8043

with a copy to:
DLA Piper Rudnick Gray Cary US LLP
1200 19th Street, HW

Washington, DC 20036
Attn: Frederick L. Klein
Facsimile: 202. 689.7455

ZF TO BUYER:

c/o Walton Street Capital, L.L.C.
900 North Michigan Avenue, Suite 1900
Chicago, Illinois 60611
Attn: Mr Timothy J. Junker
Facsimile: 312.915.2881

19



with a copy to:
c/o StonebridgeCarras, LLC
Two Bethesda Metro Center, Suite 220
Bethesda, Maryland 20814
Attn: Mr. George A. Carras
Facsimile: 312.664.6705

. with a copy to:
Pirchex, Nichols 6 Meeks
1925 Century Park East, Suite 1700
Los Angeles, California 90067
Attn: Real Estate Notices (SAC/APJ)
Facsimile: 310.201.8922

If to Escrow Agent:

Commercial Settlements, Inc.
1015 15th Street, N. W. , Suite 300
Washington, DC 20005
Attn: Mr. Paul Beever
Facsimile: 202. 737.4108

Service of any such notice or other communications so made shall be deemed
effective on the day of actual delivery (whether accepted or refused) as
evidenced by confirmed answerback if by facsimile; provided, however, that if
such actual delivery occurs on a non-business day, then such notice or demand so
made shall be deemed effective on the first business day after the day of actual
delivery. No communications via electronic mail shall be effective to give any
notice, request, dix'ection, demand, consent, waiver, approval or other
communications hereunder

9.06 Entire Agreement. This Agreement contains all agreements
of the parties with respect to the Property and supersedes any prior
discussions, contracts or other agreements with respect thereto. No
modifications to this Agreement or waivers of any rights or benefits
provided herein shall be binding unless signed by the party against
whom such modification or waiver is sought to be enforced.

9.07 Broker. Each of Seller and Buyer represents and warrants
to the other that it has not dealt with any broker or finder in
connection with the transaction contemplated by this Agreement, except
for Cassidy a Pinkard on behalf of Seller (the "Broker" ). Seller shall
pay a commission to the Broker at Closing according to separate
agreement. Furthermore, each of Seller and Buyer indemnifies and holds
the other harmless fxom and against any losses, damages, costs ox
expenses (including attorneys' fees) incurred by such other party due
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to a breach of the foregoing warranty and representation. The foregoing
indemnity shall survive closing or any termination of this Agreement.

9.08 Attorney's Fees. If any action is brought by either party
hereto against the other party, the party in whose favor a final
judgment shall be entered shall be entitled to recover court costs and
reasonable attorneys' fees incurred in connection thexewith.

9.09 Perpetuities. If the rule against perpetuities would
invalidate this Agreement or any portion hereof, due to the potential
failure of an interest in property created herein to vest within a
particular time, then notwithstanding anything to the contrary herein,
each such interest in property must vest, if at all, before the passing
of 21 years from the date of this Agreement, or this Agreement shall
become null and void upon the expiration of such 21 year period snd the
parties shall have no further liability hex'eunder

9.10 Severability. No determination by any court, governmental
body or otherwise that any provision of this Agreement or any amendment
hereof is invalid or unenforceable in any instance shall affect the
validity or enforceahility of any other such provision or such
provision in any circumstance not controlled by such determination.
Each such provision shall be valid and enforceable to the fullest
extent allowed by, and shall be construed wherever possible as heing
consistent with, applicable law.

9.11 Recoxding. This Agreement may not he recorded among the
land recoxds ox among any other public records without the Seller' s
prior written consent (which consent may be withheld for any reason).

9.12 Counterparts. This Agreement may he signed in
counterparts, and by facsimile, and shall be fully enforceahle when
signed in such manner.

9.13 Timing. The phrase "business days" as used herein shall
mean the days of Monday through Friday, excepting only Fedexal
holidays. The phrase "calendar days" as used herein shall mean all days
of the week, including all holidays. The term "days" without reference
to calendar or business days shall mean calendar days, Time is of the
essence of this Agreement. However, whenever action must he taken
(including the giving of notice or the delivery of documents) under
this Agreement during a certain period of time (or by a particular .

date) that ends or occurs on a non-business day, then such period (or
date) shall be extended until the immediately following business day.

9.14 Soil Disclosure. The characteristics of soil on the
Property as described hy the Soil Consexvation Service of the United
States Department of Agxiculture in the Soil Survey of the District of
Columbia and as shown on the Soil Maps of the District of Columbia is
Urban soil. For further information, Buyer may contact a soil-testing
laboratory, the District of Columbia Department of Envixonmental
Services or the Soil Conservation Service of the Department of
Agriculture. The foregoing information is provided pursuant to
applicable law and shall not be deemed a representation or warranty.

9.15 Undexground Storage Tanks. Buyer acknowledges that,
except as otherwise described in the Envixonmental Reports, pursuant to
the District of Columbia Underground Storage Tank Management Act of
1990 and Amendment of 1992 (the "UST Act"), prior to the Date of this
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Agreement, Seller has informed Buyer in writing that Seller has no
knowledge of the existence or removal of underground storage tanks. The
disclosure of Seller's lack of knowledge was made solely for the
purpose of complying with the disclosure requirements of the UST Act
and no representation or warranty of any nature whatever is made with
respect to the possibility of the existence or removal of any
underground storage tank(s) that may have existed or been xemoved prior
to Seller's ownership of the Property.

9.16 Confidentiality. During the period commencing on the date
hereof and ending on the earlier to occur of (a) the Closing, or (b)
one (1) year after the originally scheduled Closing Date hereunder,
Seller and Buyer agree that the terms of the transaction contemplated
by this Agreement (including without limitation, the Purchase Price and
the other material economic. terms of this transaction, and any
documents or materials delivered by Seller to Buyer in connection with
Buyer's due diligence) shall be maintained in strict confidence and no
disclosure, whether through press releases or any other means of
publication (oral or written), of such documentation and information
will be made or permitted (excluding information available from other
sources other than by reason of a breach of this Section 9 16), except
to such brokers, attorneys, lenders, consultants, engineexs,
architects, partners and others as are involved in the negotiation and
consummation of this transaction (collectively, the "Representatives" )
and except to the extent any disclosure is required by law, including
any federal and state securities laws. In furtherance of the foxegoing,
Seller and Buyer agree as follows: (i) Seller and Buyer shall advise
each of its respective Representatives of the confidential nature of
any documentation and information disclosed to them and of the parties'
obligations under this Section 9.16; (ii) each party shall be liable
for any Representative's breach of this Section 9.16 (except for a
Representative who has executed a confidentiality agreement), Seller
and Buyer acknowledging that there may be no adequate remedy at law and
that Buyer and Seller shall each have the right to seek injunctive
relief; and (iii) Seller and Buyer shall defend, indemnify and hold the
other party harmless from and against any and all claims, damages,
liabilities and expenses, including reasonable attorneys' fees, arising
out of or resulting from a bxeach of this Section by either party or
such party's Representatives. Notwithstanding any terms or conditions
in this Agreement or any related agreement to the contrary, but subject
to restrictions reasonably necessary to comply with federal or state
secuxities laws, any person may disclose to any and all persons,
without limitation of any kind, the tax treatment and tax structure of
the transaction and all materials of any kind (including opinions or
other tax analyses) that are provided relating to such tax treatment
and tax structure. The parties axe also pexmitted to disclose any
information otherwise deemed confidential under this paragraph in
connection with the performance of its obligations hereunder and any
litigation relating to the Property or this transaction, and as may be
required in connection with filings xequired by the parties, or their
respective affiliates, to comply with securities laws The provisions
of this Section 9.16 shall survive any termination of this Agreement,
but shall not survive Closing.

9,17 Interpretation. Words used in the singular shall include
the plural, and vice-versa, and any gender shall be deemed to include
the other. Whenever the words "including", "include" or "includes" are
used in this Agreement, they shall be interpreted in a non-exclusive
manner, The captions and headings of the Sections of this Agreement are
for convenience of reference only, and shall not be deemed to define or
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limit the provisions hereof. Except as otherwise indicated, all Exhibit
and Section references in this Agreement shall be deemed to refer to
the Exhibits and Sections in this Agreement.

9.18 Governing Law. THIS AGREEMENT. SHALL BE CONSTRUED AND

ENFORCED IN ACCORDANCE WZTH THE INTERNAL LAWS OF THE DISTRICT OF
COLUMBIA (WITHOUT REGARD TO CONFLICTS OF LAW).

9.19 No Third Party Beneficiaries. Except as otherwise
expressly provided in this Agreement, Seller and Buyer do not intend by
any provision of this Agreement to confer any right, remedy or benefit
upon any third party, and no third party shall be entitled to enforce
or otherwise shall acquire any right, remedy or benefit by reason of
any provision of this Agreement,

9 20 Further Instruments. Each party will, whenever and as
often as it shall be requested so to do by the other, cause to be
executed, acknowledged or delivered any and all such further
instruments and documents as may be necessary or proper, in the
reasonable opinion of the requesting party, in order to carry out the
intent and purpose of this Agreement.

9 21 Consents and Approvals. Except as otherwise expressly
provided herein, any approval or consent provided to be given by a
party hereunder must be in writing to be effective and may be given or
withheld in the sole and absolute discretion of such party.

9.22 Exclusivity. During the term of this Agreement, Seller
shall not solicit, negotiate or enter into any agreement for the sale
or conveyance of any portion of the Property or enter into any other
communications concerning or related to the sale of the Property to any
third party
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IN WITNESS WHEREOF, the parties hereto have executed this Agreement as
of the dates set forth below

SELLER:

SQUARE 711 DEVELOPER, LLC,
A DELAWARE LIMITED LIABILITY COMPANY

By:

Joseph M. O' Connor
Executive Manager

Date of Execution: 2005

BUYER;

WALTON ACQUISITION HOLDINGS V, L.L.C. ,
A DELAWARE LIMITED LIABILITY COMPANY

By; Walton Street Real Estate Fund V, L.P. ,
a Delaware limited partnership
its Managing Member

By: Walton Street Managers V, L.P. ,
a Delaware limited partnership
its General Partner

By: WSC Managers V, Znc. ,
a Delaware corporation
its General Partner

By:

Name:
Title:

Date of Execution: 2005
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The undersigned, Commercial Settlements, . Inc. , agrees to serve
as the Escrow Agent and to hold and disburse the Deposit as
provided in this Agreement.

COMMERCIAL SETTLEMENTS, INC.

By:

Name:
Title.

Exhibits

Exhibit A
Exhibit B
Exhibit C
Exhibit D
Exhibit E
Exhibit F
Exhibit 6

Description of Property
Environmental Materials
Deed
Assignment of Tangible and Intangible Property
Owner's Affidavit
Assignment and Assumption of Environmental Agreements
Due Diligence Materials
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EXHIBIT A

DESCRIPTION OF PROPERTY

All that cex'tain lot or parcel of land situate and lying in the District of
Columbia, and more particularly described as follows:

Lot 160 in the subdivision made by First & M Street Investing Company, LLC, in
Square 711, as shown on plat recorded among the Records of the Office of the
Surveyor for the District of Columbia in Book 196 at page 4Z

ToGETHER WITH cextain txansferable rights described in that certain Certificate
of Transfer of Development Rights, Transfer Number Seven, dated as of May 6,
2QQ2, by and between Theodore Cardinal McCarrick, Roman Catholic Archbishop of
Washington, and his successors in office, a corporation sole, a Federally
created corporation, the District of Columbia and First and M Street Investing
Company, LLC, recorded in the Land Records of the District of Columbia on
October 8, 2002, as Instrument Number 2002116594.



EXHIBIT B

ENVIRONMENTAL MATERIALS

Full sized surveys — Topographic and Utility, prepared by Wiles Mensch,
dated March 3, 2004.

Phase I Environmental Site Assessment, June 10, 2003, Prepared by
Advantage Environmental Consultants ("AEC") .

Corrective Action Plan, June 18, 2003, Prepared by AEC.

Contaminated Soil Management Plan, June 18, 2003, Prepared by AEC

Subsurface Investigation Report, June 17, 2003, Prepared by AEC.

Letter titled Summary of Environmental Cost Estimates from AEC to
Akridge, tune 12, 2003.

Letter titled Summary of Remediation Environmental Cost Estimates from
AEC to Akridge, December 1, 2003.

WMATA Lease for Real Property, dated July 16, 2003 — Lease NOB3030. 754,

Deed of Gift, dated July 16, 2003 by 1st & M to WMATA.

Application for Voluntary Remediation Action Program (VRAP) Plan (A
through H), September 11, 2003, Prepared by AEC.

VRAP Authorization Letter, October 22, 2003, Prepared by DC Dept. of
Health,

VRAP Approval Letter, July 11, 2005, Prepared by DC Dept. of Health.

Risk Based Closure Evaluation, Volume 1, July 22, 1999, URS Greiner
Woodward Clyde,

Risk Based Closure Evaluation, Volume 2, July 22, 1999, URS Greiner
Woodward Clyde,

Phase I Environmental Site Assessment, October 7, 2002, EBI
Consultants.

2 — 11x17 Color Aerials of the site.
2 - 11x17 Alta Surveys, prepared by AMT, dated October 22, 2002.

2 - Full sized Alta Surveys, prepared by AMT, dated October 22, 2002.



19. Amended and Restated Environmental Agreement, dated December 13, 2002
(CSX, 1st M) .

20.

21.

Environmental Escrow Agreement, dated December 13, 2002 (CSX, 1st & M,
Miles & Stockbridge) .

Groundwater Monitoring Report, January 2, 2003, AMEC Earth &
Environment, Inc.

22.

23.

Memo-Summary of Limited Subsurface Investigation, January 2003, AMEC.

Memo-Summary of Gauging and LNAPL Extraction Events, May 2004, AMEC

EMG Letter Report, August 4, 1999: discussion of site conditions,
recent investigations and proposed. development activities.

25. Meeting Minutes, August 19, 1999: from meeting between CSX, Penrose,
URS Greiner Woodward-Clyde and EMG on August 11, 1999

26,

28.

29.

30.

EMG Letter Report, September 9, 1999: Site Reconnaissance and sampling
for suspect Asbestos in Bluestone aggregate.

Letter titled Environmental Document Review from EMG to Penrose Group,
August 4, 1999.

Letter titled Estimated Soil Disposal Costs from EMG to Penrose Group,
August 4, 1999.

Letter to Marshall Williams, CSX, dated. December 13, 1999 from District
of Columbia Dept. of Health.

Work Plan for Hydrogeologic Investigation, November 23, 1988, Wapora,
Inc. : initial remediation plans for CSX property.

31. Environmental Assessment, March 1, 1989, Wapora, Inc. : environmental
investigation conducted by Wapora on CSX property.

DRAFT Work Plan, November 13, 1989, Woodward-Clyde: Suggested
remediation strategies for CSX property, and summary of environmental
to date.

33. Summary Of FindingS far Site InveStigatiOn, December 10, 1989, Damea &
Moore: summary of the investigation conducted by Dames & Moore December
3-9, 1989. Included soil borings and sampling and ground water
sampling.

34. DRAFT Report, Biofeasibility Study of Soil and Ground-Water
Contaminated with Petroleum Hydrocarbon Compounds, December 28, 1989,
Hunter Biosciences Inc. : study to determine if bioremediation would be
an effective remediation choice.

35. Investigation of Salt Pile Runoff in the Groundwater at M Street
Maintenance Facility, (prepared for Department of Public Works), March
9, 1990, Geo Trans, Inc. (letter report): investigation of the impact
of a chloride plume on the CSX property.



36. Additional Site Znformation (5 Appendices), April 23, 1990,
Woodward-Clyde (submitted to D. C. Environmental Control Division):
revised schedule of activities, summary of bench-scale biofeasibility
studies, sample locations and abbreviations, base neutrallacid
extractable data in soil, and metal data in soil.

37. Additional Site Znformation (5 Appendices), May 16, 1990,
Woodward-Clyde (submitted to D. C Environmental Control Division): TPH
soil data, UOC soil data, groundwater metal data, WCC proposed outline
for May 17, 1990 meeting.

38. Site History, July 1990, Woodward-Clyde: history of past site uses,
underground storage tanks and aboveground storage tanks.

Zndications of Off-site Petroleum Contamination Source(s), July 10,
1990, Woodward-Clyde: report of data to indicate impact from off-site
sources.

41.

Results of TCLP Analysis, August 30, 1990, Woodwazd-Clyde: soil data to
determine any hazardous natuz'e of the on-site contaminated soils.
Result of Conductivity & Soil Gas Analysis, October 30, Woodward-Clyde.

42. Results of Conductivity & Soil Gas Analysis, November 15, 1990,
Woodward-Clyde.

43. Progress Reports on Bimonthly Bailing & Monitoring of Monitoz Wells and
Piezometers, Woodward-Clyde: February 18, 1992, March 16, 1992, April
10, 1992.

44. Pzogress Repozt on Monthly Bailing & Sampling of Monitor Wells and
Piezometers, Woodward-Clyde: March 17, 1992.

45. "Fingerprinting" Report on Monthly Bailing & Sampling of Monitor Wells
and Piezometers, Woodward-Clyde: April 14, 1992, May 27, 1992, July 1,
1992, July 23, 1992, October 9, 1992 (also includes discussion of
related issues) .

46. Status Report & Request for Approval to Continue Remediation
Activities, October 30, 1995, Woodwazd. -Clyde Consultants.

47. Dept. of Consumez' & Regulatory Affairs - Second Notice of Proposed
Rulemaking — Underground Storage Tank Regulations.

Draft Chronology of Events — November 1987 to July 1993, Mount Clare
Properties, Znc. , First and M Streets, N. E. , Washington, D. C.

50.

November and December 1994 PetroTrap Results, Letter to Dr. Sreenivas,
dated January 4; 1995.

Cap and VRAP prepared for Azchstone, dated March 28, 2005.

51. Phase I ESA, dated March 22, 2005, Prepazed by Blackstone for
Archstone.

March 31, 2005 Geo Evaluation prepared by Baiter.



Geotechnical Engineering Analysis prepared by ECS, dated May 4, 2004.

July 8, 2004 Letter from Michael Daneker of Arnold & Porter to Dr. V.
Sreenivae of the Bureau of Hazardous Materials & Toxic SubstanCes.

55.

56.

57.

June 2, 2005 Letter from Douglas Green of DLA Piper Rudnick Gray Cary
to Michael Daneker. June 28, 200S Letter from Michael Daneker to
Douglas Green.

Environmental Site Assessment prepared by Environ International
Corporation dated October, 2005.

Woodward-Clyde transmittals of reports to District of Columbia dated as
follows:

October 7, 1993
September 8, 1993
January 3, 1995
February 8, . 1995
February 27, 1995
March 27, 1995
April 19, 1995
May 22, 1995
July 27, 1995
August 18, 1995
November 7, 1995
December 11, 1995
February 12, 1996
April 4, 1996
June 27, 1996
August 29, 1996

Adjacent Property Reports

for
for
for
for
for
for
for
for
for
foz'
for
for
for
for
for
for

September 1993
August 1993
December 1994
January 1995
February 1995
March 1995
April 1995
May 1995
June 1995
July 1995
October 1995
November 199S
December 1995 & January 1996
March 1996
April & May 1996
June & July 1996

Environmental Assessment, Woodward & Lothrop Warehouse, January 24,
1989, ATEC Environmental Consultants [prepared for Woodward & Lothrop]

Plan of Action for Removal of Contaminated Soils and Free Product,
30-60 M Street, N. E. June 28, 1991.

Briggs Environmental Sampling at 145 0 Street, N. E. , October 8, 1991,
Washington, D.C. Dept. of Public Works (letter report).



Summary of Remedial Activities, 30/60 M Street, November 11, 1991,
Briggs Associates [prepared for 30/60 M St. Limited Partnership] .

Quarterly Progress Reports by ATEC Environmental Consultants [prepared
for Woodward k Lathrop] .
9/1/89 — 10/15/89
10/16/89 — 11/30/89
2/1/90 — 3/31/90
4/90 — 5/31/90

Quarterly Progress Reports by ATEC Environmental Consultants [prepared
for Woodward & Lathrop] .
10/1/90 — 2/31/90
1/1/91 - 3/31/91
4/1/91- 6/30/91



EXHIBIT C

FORM OF SPECIAL WARRANTY DEED

SPECIAL WARRANTY DEED

THIS SPECIAL WARRANTY DEED is made as of this , 200 , by
and between SQUARE 711 DEVELOPER, LLC, a Delaware limited liability company (the
"Grantor" ), having an address of c/o The John Akridge Company, Suite 300 North,
601 13th Street, NW, Washington, DC 20005, and, ~ a

having an address of (the
"Grantee" )

WITNESSETH:

THAT, for and in consideration of the sum of Ten Dollars ($10.00), cash
in hand paid, and other good and valuable consideration, the receipt and
sufficiency of which are hereby acknowledged, Grantor does hereby grant,
bargain, sell and convey, with Special Warranty of Title, unto Grantee, its
successors and assigns, fee simple title to that certain parcel of land situate
in the District of Columbia (the "Real Estate" ), and being more particularly
described in Schedule A attached hereto and made a part hereof.

TO HAVE AND TO HOLD the Real Estate, together with all improvements,
rights, privileges, and appurtenances thereunto belonging or pertaining to the
Grantee, its successors and assigns, forever.

TOGETHER WITH all of Grantor's right, title and interest in and to
those certain Transferable Development Rights more particularly described in
Schedule B attached hereto and made a Part hereof, but only to the extent such
rights constitute real property rights.

This conveyance is made subject to the covenants, restrictions,
conditions, easements, reservations, agreements and rights-of-way, which
encumber the Real Estate and are of record.

WITNESS their hand and seals the day and year above written.

GRANTOR:

Witness

a

By
Name:

Title:

(SEAL)



DISTRICT OF COLUMBIA ) SS.

The foregoing Special Warranty Deed was acknowledged before me on this
day of 200 , by as the

of for the purpose therein
contained.

WITNESS my hand and seal this day of 200

NOTARY PUBLIC

My Commission expires:



SCHEDULE A

LEGAL DESCRIPTION OF REAL PROPERTY

All that certain lot or parcel of land situate and lying in the District of
Columbia, and more particularly described as follows:

Lot 160 in the subdivision made by First & M Street Investing Company, LLC, in
Square 7ll, as shown on plat recorded among the Records of the Office of the
Surveyor for the District of Columbia in Book l96 at page 43.



SCHEDULE B

DESCRIPTION OF TRANSFERABLE DEVELOPMENT RIGHTS

Certain transferable rights described in that certain Certificate of Transfer of
Development Rights, Transfer Number Seven, dated as of May 6, 2002, by and
between Theodore Cardinal McCarrick, Roman Catholic Archbishop of Washington,
and his successors in office, a corporation sole, a Federally created
corporation, the District of Columbia and First and M Street Investing Company,
LLC, recorded in the Land Records of the District of Columbia on October 8,
2002, as Instrument Number 2002116594



EXHIBIT D

FORM OF ASSIGNMENT OF INTANGIBLE PROPERTY

ASSIGNMENT OF TANGIBLE AND INTANGIBLE PROPERTY

THIS ASSIGNMENT OF TANGIBLE AND INTANGIBLE PROPERTY (this
"Assignment" ), is executed on this 2005, by SQUARE 711 DEVELOPER,
LLC, a Delaware limited liability company ("Seller" ), for the benefit of

p a ("Buyer" ), under the following
circumstances:

A. Contemporaneously herewith, Buyer is acquiring from Seller certain
real property located in the District of Columbia, and described in Exhibit A
hereto (the "Property" ), pursuant to that cez'tain Purchase and Sale Agreement,
dated as of November 14, 2005, between Buyer and Seller (the "Purchase
Agreement" ).

B. In connection with the fozegoing acquisition, Seller desizes to
transfer and assign to Buyer all of Seller' right, title and interest in and to
the certain property and rights herein described.

NOW, THEREFORE, for good and valuable considez'ation, the receipt and
sufficiency of which are hereby acknowledged, Sellez' hereby agrees as follows;

1. Assignment. Seller hereby tz'ansfers and assigns to Buyer, to the
extent assignable, all of Seller's right, title and interest in and to the
following (the "Assigned Properties" ):

(a) all tangible personal property, if any, located on the
Property and used in connection with Seller''s ownership, use or contemplated
development of the Property; and all architectural and engineering studies and
drawings in connection with Seller's ownership, use or contemplated development
of the Property;

(b) all permits, licenses, certificates, development rights,
governmental approvals, entitlements, development agreements, utility agreements
with any governmental oz' quasi-governmental entities or agencies with respect to
the providing of utility services to the Pz'operty and sanitary or storm sewer
capacity or zeservations relating to the Property, or the right to develop the
Property;

(c) all agreements with or applications to any governmental
authority with respect to any zoning modification, variance, exception, platting
oz other mattez relating to the zoning, use, development, subdivision or
platting of the Property;

(d) all agreements, studies, repozts, correspondence and other
documents relating to the presence or absence of any endangered species or
environmentally sensitive areas on the Property;



(e) all claims, demands ox causes of action. Seller has or may
have arising out of or relating to or caused by any defects in any of the
studies or xeports prepared for Seller and hereby assigned to Buyer;

(f) all of Seller's right, title and interest in those, certain
transferable rights described in that certain Cex'tificate of Transfex of
Development Rights, Transfer Number Seven, dated as of May 6, 2002, by and
between Theodore Caxdinal McCarrick, Roman Catholic Archbishop of Washington,
and hie successors in office, a coxporation sole, a Federally created
corporation, the District, of Columbia and First and M Street Investing Company,
LLC, recorded in the Land Records of the District of Columbia on October 8,
2002, as Instrument Number 20021l6594; and

(g) all other rights, privileges and appurtenances owned by
Seller and in any way xelated to the Property.

2. Assumption. Buyer hereby accepts such assignment, and assumes all of
Seller's obligations under such agreements and documents specified in Exhibit

arising. from and after the date hereof.

3, Seller's Representation Seller represents and warrants to Buyer
that seller has not assigned, transferred, or hypothecated its interest in the
above-described property to any other person or entity. Except as set forth in
the immediately preceding sentence or the Purchase Agreement, Seller makes no
representation or warranty with respect to the Assigned Properties.

ZN WXTNESS WHEREOF, Seller has executed this Assignment as of the date
first set forth above.

SELLER:

SQUARE 71l DEVELOPER, LLC,
a Delaware limited liability company

By:

Name: Joseph M. O' Connor
Title: Executive Manager

BUYER:



By:

Name:
Title:



EXHIBIT E

OWNER'S AFFIDAVIT

The undersigned, solely in his capacity as Executive Manager of SQUARE

711 DEVELOpER, LLC, a Delaware limited liability company ("Ownez"), and not
personally, deposes and say that.

Owner is the owner of the premises known as Square 711, lot
160, Washington, D. C. (the "Property" ).
No pezson other than the Owner is in possession or has a right
to possession of Pzoperty except as set fozth in the
agreements attached as Exhibit "A'&.

. Owner has no actual knowledge of any unrecorded easement, or
claim of easement, affecting the Property.

Any repair or improvement of the Property commissioned by or
on behalf of Ownez' within the last 90 days was either
completed and paid for in full or will be completed and paid
for in full in the ordinary course of business.

To the best of Owner's knowledge, there are no unpaid real
estate taxes or assessments affecting the Property except
those currently due and payable and Owner has received no
written notice regaz'ding future or pending special
assessments, except for assessments related to the
construction of the WMATA transit station adjoining the
Property as set forth in Sections 47-881 et seq. of the
District of Columbia Code.

Owner has delivezed no unrecozded mortgage oz other lien
affecting the Property.

THIS AFFIDAVIT is made for the purpose of inducing TITLE
INSURANCE COMpANY ("Title Company" ) to issue a title insuzance policy or other
title evidence, and if acting as escrow or closing agent, then to disburse any
funds held as escrow or closing agent, Affiant hereby indemnifies and agrees to
save harmless the Title Company against any damages or expense, including
attorney's fees, sustained as a result of any of the foregoing matters not being
true and accurate.

SQUARE 711 DEVELOPER, LLC

By:
Executive Manager

Sworn to and subscribed before me
this 2005.

Notary Public



EXHIBIT F

ASSIG~ AND ASSUMPTION
OF ENVIRONMENTAL AGREEMENTS

THIS ASSIGNMENT AND ASSUMPTION OF ENVIRONMENTAL AGREEMENTS (this
&&Assignment"), is executed by SQUARE 711 DEVELOPER, LLC, a Delaware limited
liability company ("Seller" ), for the benefit of g a

("Buyer" ), as of the day of 200 under the
following circumstances:

A. Contemporaneously herewith, Buyer is acquiring from Seller certain
real property located in the District of Columbia, and described in Exhibit A
hereto (the "Property" ), pursuant to that certain Purchase and Sale Agreement,
dated as of November 14, 2005, between Buyer and Seller (the "Purchase
Agreement").

B. Seller purchased the Property from First & M Street Investing
Company, LLC ("Prior Owner" ) . In connection with the purchase of the property,
Prior Owner assigned to Seller, and Seller assumed, the rights and obligations
set forth in that certain Amended and Restated Environmental Agreement dated
December 13, 2002, between Prior Owner and CSX Realty Development, LLC ("CSX"),
a copy of which is attached hereto as Exhibit B, that certain Environmental
Escrow Agreement dated December 13, 2002, between Prior Owner and CSX, a copy of
which is attached hereto as Exhibit C, and that certain letter dated December
13, 1999 from Theodore J. Gordon, Chief Deputy for Public Health Assurance, to
CSX Real Property, a copy of which is attached hereto as Exhibit D (collectively
the "Environmental Agreements" ).

C. Zn connection with the foregoing acquisition, Seller has agreed to
assign, transfer and convey to Buyer, and Buyer has agreed to take and accept
all of Seller's right, title and interest in and to the Environmental
Agreements, and to assume all of Seller's obligations under the Environmental
Agreements.

NOW, THEREFORE, for good and valuable consideration, the receipt and
sufficiency of which are hereby acknowledged, Seller hereby agrees as follows:

1. Assignment. Seller hereby transfers and assigns to Buyer all of
Seller's right, title and interest in and to the Environmental Agreements

2. Assumption. Buyer hereby accepts such assignment, and assumes all of
Seller's obligations under the Environmental Agreements arising from and after
the date hereof. Nothing herein shall obligate Buyer to perform CSX's
obligations thereunder.

3. Seller's Representation. Seller represents and warrants to Buyer
that Seller has not assigned, transferred, or hypothecated its interest in the
Environmental Agreements, except in connection with Seller's existing mortgage
financing which is being released as of the date hereof. Except as set forth in
the immediately preceding sentence and the Purchase Agreement, Seller makes no
representation or warranty with respect to the Environmental Agreements.



IN ÃITNESS WHEREOF, Buyer and Seller have executed this Assignment as
of the date first set forth above.

SELLER;

SQUARE 711 DEVELOPER, LLC,
a Delaware limited liability company

By:

Name; Joseph M. O' Connor
Title: Executive Manager

BUYER:

I a

By:

Name:



EXHIBIT G

ADDITIONAL DUE DILIGENCE MATERIALS

1)
2)
3)
4)
5)
6)
7)
8)
9)
10)
11)
12)
13)
14)
15)
16)

Boundary 6 Top prepared by Kidde Consultants, dated Nov 1998
NOMA letter dated August 9, 2005
Public Space Permit — 11-16-04
Proposal from Potomac Construction for sidewalk construction
Assignment of Lease and Other Rights, dated September 15th, 2003
Certificate of Transfer of Development Rights, dated May 6th 2002
WASA Water and Sewer Availability Letter, dated April 4, 2004
Fireflow test letter to Wiles Mensch, dated March 24, 2005
June 30, 2005 Zoning Opinion - Holland a Knight
NOMA Letter to Andy Altman dated July 29, 2005
Walsh / Davis letter dated August 2, 2004
Walsh / Davis letter dated, April 6, 2005
Council of the District of Columbia Notice DC Law 14-44
Real Property Tax Bills from the last 2 years
Full sized VIKA surveys
Archstone Due Diligence binder
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Exhibit 10.27

FIRST AMENDMENT TO PURCHASE AND SALE AGREEMENT

This FIRST AMENDMENT TO PURCHASE:AND SALE AGREEMENT ("First
Amendment" ), dated as of December 14, 2005, is made between SQUARE 711
DEVELOPER, LLC, a Delaware limited liability comPany ("Seller" ), and WALTON
ACQUISITION HOLDINGS V, L.L.C. , a Delaware limited liability company ("Buyer" )

RECITALS

WHEREAS, Seller and Buyer have entered into that certain Purchase and
Sale Agreement dated as of November 14, 2005 (the "Original Agreement" ) for the
purchase and sale of certain real property located in Washington, D. C. , and
known as Square 711, Lot 160, as more particularly described in the Original
Agreement; and

WHEREAS, Seller and Buyer desire to amend the Original Agreement as
provided herein.

AGREEMENT

NOW, THEREFORE, for good and valuable considexation, the adequacy and
receipt of which is hereby acknowledged, the parties hereby agxee as follows:

1 Defined Terms, Capitalized terms that are not otherwise defined in
this First Amendment shall have the same meaning ascribed thereto in the
Original Agreement. The Original Agreement, as amended by this First Amendment,
is referred to in this Fix'st Amendment as the "Purchase Agreement. "

2. purchase Px'ice. Notwithstanding any provision of the Ox'iginal
Agxeement to the contrary, including, but not limited to, Section 1.01(a)
thereof, the term "Puxchase Price" shall mean the sum of One Hundred Twenty-One
Million Eight Hundred Eighty-Five Thousand and No/100 Dollars ($121,885, 000.00).

3. Density Bonus Covenant. Section 1.01(b) of the Original Agreement is
hereby deleted in the entirety and all references to the Density Bonus Covenant
are hereby stricken from the Original Agreement

4. Deposit. Upon Buyer's execution and delivery of this First Amendment
to Seller, the Initial Deposit shall be non-refundable to Buyer (except as
otherwise provided in the Original Agreement, including, but not limited to,
Sections 2.04 and 7.01 thereof), and Buyer shall have no further right to
terminate the Purchase Agreement under Section 2.02 thereof. Notwithstanding the
provisions of Section 1.02(a) to the contrary, Buyer shall have until 3:00 p. m.
(Washington, DC time) on December 15, 2005, to deposit the Second Deposit with
the Escrow Agent.

5. Pro Forma Title Policy. The pro forma title policy attached hereto
as Exhibit A is the pro forma for purposes of the closing condition set forth in
Section 3.02(iii) of the Original Agreement. Buyex has approved the pro forma
title policy attached hereto as Exhibit A, and Buyer has also appxoved the
updated survey of the Property prepared by Vika Incorporated.



6. Assignment of. Right of First Refusal. At Closing, Seller shall
assign to Buyer its right, title and interest in the "Right of First Refusal"
(as hereinafter defined) pursuant to the form of assignment attached hereto as
Exhibit B (the "Assignment of Right of First Refusal»). "Right of First Refusal"
means that certain right of first refusal to purchase, lease, or otherwise
obtain any interest in or portion of the real property (the "Adjacent Property" )
conveyed by First Sc M Street Investing Company, LLC, a Delaware limited
liability company, to the Washington Metropolitan Area Transit Authority .
(»WMATA») pursuant to that certain Deed of Gift, dated July 16, 2003, which
right may be exercised if WMATA desires to sell, lease, assign, transfer or
otherwise grant, convey or dispose of the same, including, without limitation,
any air rights or rights to develop improvements in the air space above the
Adjacent Property.

7. Assignment to Land Trust. Without limitation on the provisions of
Section 9.01 of the Original Agreement, Buyer shall be permitted to assign its
rights as buyer under the Purchase Agreement to a land trust organized under the
laws of the District of Columbia which is beneficially owned by an entity
controlled by or under common control with Walton Street Capital, LLC and an
entity controlled by or under common control with StonebridgeCarras, LLC.
Notwithstanding such assignment, Walton Acquisition Holdings V, L.L, C. shall
remain liable for all obligations of Buyer under the Purchase Agreement.

8 Extension of Closing Date. The Closing Date is hereby extended to
February 15, 2006. Time is of the essence as to such Closing Date.

9. Davis Agreement.

Seller shall request that Walsh/Davis Joint Venture Buyer andits lender to be added as additional insureds under the
insurance carried in connection with the Davis Agreement as of
the Closing. Seller's inability to cause such change to be
made to Walsh/Davis Joint Venture's policy shall not be a
default under the Purchase Agreement nor shall the
implementation of such change be a condition to closing for
Buyer.

The term "Davis Agreement" as used in the Purchase Agreement
shall be revised to mean "collectively, (a) that certain
letter dated August 2, 2004 from Walsh/Davis Joint Venture to
Seller; and (b) that certain letter dated April 6, 2005 from
Seller to Walsh/Davis Joint Venture and countersigned by
Walsh/Da'vis Joint Venture on April 25, 2005. "

10. Additional Closing Deliveries. Zn addition to the deliveries
required under Section 5.02 of the Original Agreement, at Closing Seller shall
also be required to deliver the following documents: (a) a notice to WMATA that
Buyer will become the successor owner of the Property and that all future
notices should be delivered to Buyer, (b) a notice to CSX Realty Development,
LLC that Seller's interest in the CSX Environmental Agreements has been assigned
to Buyer, and (c) the Assignment of Right of First Refusal, duly executed and
acknowledged by Seller. Zn addition to the deliveries required under Section
5.03 of the Original Agreement, at Closing Buyer shall also be required to
deliver the Assignment of Right of First Refusal, duly executed and acknowledged
by Buyer.



11. Work Plan. The last sentence of Section 2.05 of the Original
Agreement is hereby deleted and replaced with the following sentence. "At
Closing, Seller shall assign to Buyer all of Seller's rights accruing from and
after the Closing under the CSX Environmental Agreements, and Buyer shall
assume, pursuant to the Assignment of Environmental Agreements (as defined
below), all of Seller's obligations, if any, under the CSX Environmental
Agreements. « The definition of "Assignment of Environmental Agreements" is
hereby changed to "an assignment and assumption of the CSX Environmental
Agreements in the form attached hereto as Exhibit F. « All references to "that
certain letter dated December 13, 1999 from Theodore J. Gordon, Chief Deputy for
Public Health Assurance, to CSX Real Property" in the Assignment of
Environmental Agreements are hereby stricken.

12. Reaffirmation. The terms of this First Amendment shall govern and
control over any conflicting provisions in the Original Agreement. Except in the
case of such conflicts and as expressly amended by this First Amendment, the
terms and provisions of the Original Agreement shall remain unchanged and in
full force and effect.

13, Counterparts. This First Amendment may be executed in one or more
counterparts, all of which shall be considered .one and the same agreement, and
such counterparts may be exchanged by facsimile or electronic transmission.

[SIGNATTJRES APPEAR ON THE FOLLOWING PAGE]



IN WITNESS WHEREOF, the parties hereto have executed this First
Amendment as of the date set forth above.

SELLER:

SQUARE 711 DEVELOPER, LLC,
A DELAWARE LIMITED LIABILITY COMPANY

Joseph M. O' Connor
Executive Manager

BUYER:

WALTON ACQUISITION HOLDINGS V, L.L.C. ,
A DELAWARE LIMITED LlABILITY COMPANY

By: Walton Street Real Estate Fund V, L.P. ,
a Delaware limited partnership
its Managing Member

By: Walton Street Managers V, L.P. ,
a Delaware limited partnership
its General Partner

By: WSC Managers V, Inc. ,
a Delaware corporation
its General Partner

By.

Name:
Title:
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EXHIBIT B

FORM OF ASSIGNMENT OF RIGHT OF FIRST REFUSAL

THIS ASSIGNMENT OF RIGHT OF FIRST REFUSAL (the «ASSIGNMENT«) is made
and entered into as of the day of 2006, by and between SQUARE
711 DEVELOPER LLC, a Delaware limited liability company («Assignor«) and

a Delaware limited liability company («ASSIGNEE«).

WITNESSETH:

A. Assignor, as seller, and Walton Acquisition Holdings V, L, L.C. , a
Delaware limited liability company ("ORIGINAL BUYER"), the predecessor in
interest to Assignee, as purchaser, have entered into that certain purchase and
Sale Agreement dated November 14, 2005 (as amended and modified, the «pURCHASE
AGREEMENT") whereby Assignor has agreed to sell, and Original Buyer agreed to
purchase, certain real property in the District of Columbia more particularly
described in the Purchase Agreement (the «PROPERTY«).

B. First & M Street Investing Company, LLC, a Delaware limited
liability company («PRIOR OWNER" ), donated real property adjacent to the
property (the "ADJACENT PROPERTY" ) to the Washington Metropolitan Area Transit
Authority («WMATA«), which WMATA has used for part of the development of a new
Metro Station. In connection therewith, (i) Prior Owner and WMATA entered into a
certain letter agreement between Prior Owner and WMATA executed by Prior Owner
on July 16, 2003 and by WMATA on July 29, 2003, a copy of which is attached
hereto as Exhibit A (the "LETTER AGREEMENT«), (ii) Prior Owner and WMATA entered
into a. certain Washington Metropolitan Area Transit Authority Lease for Real
property (the "LEASE") between Prior Owner, as lessor, and WMATA, as lessee,
dated July 16, 2003, and (iii) in the Deed of Gift from Prior Owner to WMATA,
dated July 16, 2003, attached hereto as Exhibit B, Prior Owner reserved a right
of first refusal to purchase, lease, or otherwise obtain any interest in or
portion of the Adjacent property in the event WMATA desires to sell, lease,
assign, transfer or otherwise grant, convey or dispose of the same, including,
without limitation, any air rights or rights to develop improvements in the air
space above the Adjacent Property (the "RIGHT OF FIRST REFUSAL" ).

C. Pursuant to that certain Assignment of Lease and Other Rights
between Prior Owner and Assignor, dated as of September 15, 2003, and attached
hereto as Exhibit C, Prior Owner assigned to Assignor certain rights of Prior
Owner under the Letter Agreement, the Lease and the Right of First Refusal.

D. In connection. with the Purchase Agreement, Assignor has agreed to
assign, transfer and convey to Assignee, and Assignee has agreed to take and
accept the right, title and interest of Assignor under the Right of First
Refusal.

AGREEMENT;

NOW, THEREFORE, in consideration of the mutual covenants and agreements
herein set forth and other good and valuable consideration, the receipt of
sufficiency of which are acknowledged hereby, the parties agree as follows:



1. Assignor hereby assigns, transfers and sets over unto Assignee all
of Assignor's right, title and interest undez the Right of First Refusal
accruing from and after the date hereof.

2. Assignee hereby accepts such assignment and assumes all of
Assignor's obligations under the Right of First Refusal accruing from and after
the date hereof.

3. This Assignment shall be construed under the laws of the District of
Columbia.

4. This Assignment is made without representation or warranty from
Assignor, except as may be specifically set forth in the Purchase Agreement, and
subject to all conditions and limitations set forth therein as to Assignor's
liability, and as provided. below in this Section 4, Assignor represents and
warrants to Assignee that Assignor' has not previously assigned, encumbered or
otherwise transferred its rights under the Right of First Refusal (except as
collateral for a loan which is secured by the Property, but which is being
retired as of the date hereof) .

The provisions hereof shall bind and inure to the benefit of Assignor
and Assignee, and their respective successors and assigns.

[SIGNATURES APPEAR ON FOLLOWING PAGE]



IN WITNESS WHEREOF, the parties hereto have executed, or caused to be
executed this Assignment as of the date first above written.

ASSIGNOR:

SQUARE 711 DEVELOPER, LLC,
a Delaware limited liability company

Joseph M. O' Connor
Executive Manager

ASSIGNEE:

a Delaware limited liability company

Name.



DISTRICT OF COLUMBIA ) SS:

of
The foregoing Assignment was acknowledged before me on this

2006, by as the
for the purpose therein contained.

day
of

WITNESS my hand and seal this day of 2006.

NOTARY PUBLIC

My Commission expires:

DISTRICT OF COLUMBIA ) SS:

The foregoing Assignment was acknowledged before me on this day
2006, by as the of

for the purpose therein contained.

WITNESS my hand and seal this day of 2006.

NOTARY PUBLIC

My Commission expires:



EXHIBIT "A"

LETTER AGREEMENT

[SEE ATTACHED)



EXHIBIT aBn

DEED OF GIFT

[SEE ATTACHED]



EXHIBj:T "C"

ASSIGNMENT OF LEASE AND OTHER RIGHTS

[SEE ATTACHED]
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Exhibit 10.37

SERVICES AGREEMENT

THIS SERVXCES AGREEMENT ("Agreement" ) is entered into as of January
1, 2004 between Leucadia National Corporation, a New York corporation
("Leucadia") and Zan M. Cumming ("Executive" ).

WHEREAS, Executive is the Chairman of the Board of Directors and
Chief Executive Officer of Leucadia and the holdez of a significant number of
outstanding common shares and common share purchase warrants of Leucadia, and

WHEREAS, Leucadia and Executive have determined that in the interests
of confidentiality and to permit Executive to devote all of his professional
time to matters related to the business of Leucadia and otherwise, it is in the
best interests of each of Leucadia and Executive that Leucadia provide certain
services to the Executive for himself and for his family members and/or
affiliated entities on the terms and conditions set forth in this Agreement, and

WHEREAS, Executive wishes to obtain from Leucadia, and Leucadia
wishes to provide to Executive such services upon the terms and conditions set
forth in- this Agreement.

NOW, THEREFORE, the parties hereto agree as follows:

1. SERVICES. As of the effective date of this Agreement, Leucadia
agrees to provide the services described in this Agreement in consideration of
the payment of the compensation described herein.

At the request of Executive, Leucadia shall provide the following
services, as applicable:

a. Accounting/Cash Management Services.

(i) Provide general accounting services, prepare personal
financial statements, provide cash management services, maintain files and
monitor investments, debt and payables.

(ii) Provide information to banks, brokers, attorneys, tax
accountants and other professional advisors to Executive or his family and/oz
affiliates as requested.

b. Tax Services.

Collect and report tax information to tax accountants and provide
other ancillary services related thereto.

2. PERSONNEL. Leucadia directly or through its subsidiaries shall
provide all personnel necessary to carry out the services specified in this
Agreement. The number of personnel providing such assistance at any one time and
the number of hours such personnel devote to the specified services shall not be



fixed and shall at all times be determined by Leucadia in its sole judgment, but
shall at all times be adequate to propezly and promptly pexform and discharge
the specified sexvices, It is expected that the accounting and tax related
services provided hereunder will be fulfilled by Cozinne A. Maki, an employee of
Leucadia; if Ms. Maki is unable to fulfill these responsibilities, Leucadia
shall provide such other personnel as necessary to carry out these services.

3, COMpENSATION. As compensation for the services provided under this
Agreement, Leucadia shall be paid at an annual rate of $39, 000, payable in
advance at the beginning of each calendar year, plus any additional amounts that
may be agreed upon hy Leucadia and Executive.

TERM AND TERMINATION. The term of this Agxeement shall commence on
the effective date set forth in the preamble to this Agreement and continue for
consecutive annual periods unless eaxlier terminated on not less than 120 days
prior notice, or such shortex pexiod as may be agreed upon by Leucadia and
Executive.

CO. , LC.
5. RELATIONSHIP WITH THE CUMMING FOUNDATION AND CUMMING INVESTMENT

Leucadia acknowledges that Ms. Maki is Secretary and Treasurex of the
Cumming Foundation and the Chief Financial Officer of Cumming Investment Co
LC, and agrees to pxovide the services of Ms. Maki to the Cumming Foundation and
to Cumming Investment Co. LC under this Agreement.

6. WAIVER. The waiver by any party of a breach or violation of any
provision of this Agxeement shall not operate as or be constxued to he a waivex
of any subsequent breach.

7. GOVERNING LAW. This Agxeement shall he construed in accordance
with and governed by the laws of the State of New York.

8. ASSIGNMENT. No party hereto shall have the right to assign any ofits rights, duties or obligations under this Agx'cement without the prior wxitten
consent of the other pax'ties.

9. NOTICES. All notices and other communications under this Agxeement
shall he in writing and shall be deemed to have been duly given on the date of
service if personally served on the party to whom the notice is to be given, or
72 hours after mailing, if mailed to the party to whom notice is to he given byfirst class mail, postage prepaid and properly addressed to the party at its
address set fozth on the signatuxe page of this Agreement or any other address
that such party may designate by wxitten notice to the othex parties.

10. SUCCESSORS AND ASSIGNS. Subject to the restrictions on assignment
set foxth hereinabove, this Agreement shall be binding upon and inure to the
benefit of the legal representatives, successors and assigns of the parties
hereto.



IN WITNESS WHEREOF, this Agreement has been executed as of the date
first hereinabove written.

LEUCADIA NATIONAL CORPORATION,
a New York corporation

By: /s/ Joseph A. Orlando

Name: Joseph A. Orlando
Title: Vice President and Chief Financial Officer

IAN M. CUMMING

/s/ Ian M. Cumming
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Exhibit 10.38

SERVICES AGREEMENT

THIS SERVICES AGREEMENT ("Agreement" ) is entered into as of January
2004 between Leucadia National Corporation, a New York corporation

("Leucadia") and Joseph S. Steinberg ("Executive" ) .

WHEREAS, Executive is the President of Leucadia and the holder of a
significant number of outstanding common shares and common share purchase
warrants of Leucadia, and

WHEREAS, Leucadia and Executive have determined that in the interests
of confidentiality and to permit Executive to devote all of his professional
time to matters related to the business of Leucadia and otherwise, it is in the
hest interests of each of Leucadia and Executive that Leucadia provide certain
services to the Executive for himself and for his family members and/or
affiliated entities on the terms and conditions set forth in this Agreement, and

WHEREAS, Executive wishes to obtain from Leucadia, and Leucadia
wishes to provide to Executive such services upon the terms and conditions set
forth in this Agreement.

NOW, THEREFORE, the parties hereto agree as follows:

1. SERVICES. As of the effective date of this Agreement, Leucadia
agrees to provide the services described in this Agreement in consideration of
the payment of the compensation described herein.

At the request of Executive, Leucadia shall provide the following
services, as applicable:

a. Accounting/Cash Management Services.

(i) Provide general accounting services, prepare personal
financial statements, provide cash management services, maintain files and
monitor investments, debt and payahles.

(ii) Provide information to banks, brokers, attorneys, tax
accountants and other professional advisors to Executive or his family and/or
affiliates as requested.

b. Tax Services.

Collect and report tax information to tax accountants and provide
other ancillary services related thereto.



c. Transportation Services.

Provide Executive with a car and driver for incidental personal use,
which use shall not constitute more than twenty percent of the aggregate total
number of hours worked by drivers during the term of this Agreement.

2. PERSONNEL. Leucadia directly or through its subsidiaries shall
provide all personnel necessary to carry out the services specified in this
Agreement. The number of personnel providing such assistance at any one time and
the number of hours such personnel devote to the specified services shall not be
fixed and shall at all times be determined by Leucadia in its sole judgment, but
shall at all times be adequate to properly and promptly perform and discharge
the specified services. It is expected that the accounting and tax related
services provided hereunder will be fulfilled by Corinne A. Maki, an employee of
Leucadia; if Ms. Maki is unable to fulfill these responsibilities, Leucadia
shall provide such other personnel as necessary to carry out these services.

COMPENSATION. As compensation for the services provided under this
Agreement, Leucadia shall be paid at an annual rate of $54, 000, payable in
advance at the beginning of each calendar year, plus any additional amounts that
may be agreed upon by Leucadia and Executive.

4. TERM AND TERMINATION. The term of this Agreement shall commence on
the effective date set forth in the preamble to this Agreement and continue for
consecutive annual periods unless earlier terminated on not less than 120 days
prior notice, or such shorter period as may be agreed upon by Leucadia and
Executive.

S. WAIVER. The waiver by any party of a breach or violation of any
provision of this Agreement shall not operate as or be construed to be a waiver
of any subsequent breach.

6. GOVERNING LAW. This Agreement shall be construed in accordance
with and governed by the laws of the State of New York.

7. ASSIGNMENT. No party hereto shall have the right to assign any of
its rights, duties or obligations under this Agreement without the prior written
consent of the other parties.

8. NOTICES. All notices and other communications under this Agreement
shall be in writing and shall be deemed to have been duly given on the date of
service if personally served on the party to whom the notice is to be given, or
72 hours after mailing, if mailed to the party to whom notice is to be given by
first class mail, postage prepaid and properly addressed to the party at its
address set forth on the signature page of this Agreement or any other address
that such party may designate by written notice to the other parties.

9. SUCCESSORS AND ASSIGNS. Subject to the restrictions on assignment
set forth hereinabove, this Agreement shall be binding upon and inure to the
benefit of the legal representatives, successors and assigns of the parties
hereto.



ZN WITNESS WHEREOF, this Agreement has been executed as of the date
first hereinabove written

LEUCADZA NATIONAL CORPORATION,
a New Xork corporation

By: /s/ Joseph A. Orlando

Name: Joseph A. Orlando
Title: Vice President and Chief Financial Officer

JOSEPH S. STEINBERG

/s/ Joseph S. Steinberg
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Exhibit 21

LEUCADZA NATIONAL CORPORATION
Subsidiaries as of December 31, 2005

Name
State/Country of

Incorporation

Baldwin Enterprises, Inc
NSAC, Inc.
RRP, Znc.
AZC Financial Corporation
American Investment Company
Antilles Crossing International
Antilles Crossing, LP
ATX Communications, Znc.
ATX Licensing, Znc.
ATX Telecommunications Services
Baldwin Aircraft Leasing, LLC
Baldwin Carib, LP
Baldwin-CIS L.L.C,
BELLPET, Znc.
BZA Investments, LLC
Burlington Equipment, LLC
Buznham Developer, LLC
Cannon a Associates, LLC
CCL Historical, Znc.
Conwed Corporation
Conwed Plastics, LLC
Conwed Plastics Acquisition Comp
CoreComm — ATX, Znc.
CoreComm — Voyager, Inc
CoreComm Communications, Znc.
CoreComm Illinois, Znc.
CoreComm Indiana, Znc.
CoreComm Internet Gzoup, Znc.
CozeComm Maryland, Znc.
CoreComm Massachusetts, Inc.
CoreComm Michigan, Znc
CoreComm Missouri, Znc.
CoreComm New Jersey, Inc.
CoreComm New York, Inc.
CoreComm Newco, Znc.
CoreComm Ohio, Znc.
CoreComm Pennsylvania, Znc.
CoreComm Rhode Island, Inc.
CoreComm Services, LLC
CoreComm Vermont, Znc.
CoreComm West Virginia, Inc.
CoreComm Wisconsin, Znc.
Cortelyou Communications Corp.
CX Aviation, LLC
CXL Aviation, LLC
Double Canyon Vineyards, LLC
FCC Holdoco I, Inc,
Glen Cove TND, LLC
Hain WD Claims Holding, LLC
Hawaii Ventures, LLC
HWB 2507 Kalakaua, ZLC
Horizon Telecommunications, Znc.
Idaho Holding Corp,
Jerico One Corp,

LP

of Virginia, LLC

any, LLC

Colorado
Colorado
Colorado
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delawaze
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delawar e
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware



Exhibit 21

LEUCADZA NATIONAL CORPORATION
Subsidiaries as of December 31, 2005, continued

Name
State/Country of

Incorporation

Lake Charles Corp.
Lake CharleS COgeneratian LZC
LCH Opportunities, LLC
Leucadia Aviation, Inc.
Leucadia Cellars, Ltd.
Leucadia-Eagle Corporation
Leucadia Property Holdings, Itd.
Leucadia Symphony, Ltd.
LNC Znvestments, ZLC
LR Credit 1, LLC
LR Credit 2, LLC
LR Credit 3, LLC
LR Credit 4, LLC
LUK-A3D, I LC
LUK-Acquisition III, LLC
LUK-Asia LLC
LUK Broadcasting, LLC
LUK-Burlington Holdings, IIC
LUK-Cazib, IIC
LUK Clec ILC
LUK-HY Fund, LI,C
LUK-Israel LLC
LUK-MB Cozp.
LUK-MB1, LZ C
LUK-Myrtle Beach, LLC
LUK-Saffran, LLC
LUK-Shop, ZZC
LUK-Symphony, LLC
LUK-Symphony Management, LLC
LUK-TTP, LLC
LUK-Visible, LLC
Lympus, I I C
Maine Isles, Inc.
MK Resources Company
Mundano, IIC
Nead Corporation
Neward Corporation
North East Point, LLC
One Technology Center, LLC
Rastin Investing Corp.
Rehab Works, LLC
Square 711 Developer, ZZC
Stillwater Holdings, LZC
Symphony Health Services, Inc.
Symphony Health Services, LLC
Symphony Respiratory Services, LLC
Terra Thermal Power, LLC
VTA Management Services, ZZC
VTA Staffing Services, LZC
Voyagez Data Services, Znc.

Delaware
Delawaze
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delawaze
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware



Exhibit 2 I
LNUCADIA NATIONAL CORPORATZON
Subsidiaries as of Decembez 3l, 2005, continued

Name
State/Country of

Incozporation

Draper Lake, LLC
LUK-Draper, Znc.
Rosemary Beach Cottage Rental Company
Rosemary Beach Land Company
Rosemary Beach Realty, Znc.
Alumni Forest Products, LLC
Idaho Timber, LLC
Idaho Timber ot Boise, LLC
Idaho Timber of Texas, LLC
Idaho Timbez of Kansas, LLC
Idaho Timber of North Carolina, LLC
Idaho Timber of Albuquez'que. LLC
Idaho Timber of Montana, LLC
Idaho Timber of Idaho, LLC
Idaho Timber of Mountain Home, LLC
Idaho Timber of Cartage, LLC
Idaho Cedar Sales, LLC
MegsINet Internet, Inc.
College Life Development Cozporation
Professional Data Management, Inc.
Voyager Information Networks, Inc,
TTP Cozpozation
Empire Insurance Company
HWB Ventures, Inc.
Leucadia, Znc.
Leucadia Investors, Znc-
L-Credit, LLC
LR-Credit, LLC
LR-Credit 5, IJC
LR-Credit 6, IJC
LR-Credit 7, LLC
LR-Credit 8, LIC
LR-Credit 9, LLC
LR-Credit lO, LLC
IUK-REN, Znc.
New Suffolk Land Co. LLC
New Suffolk Land Co. I LLC
New Suffolk Land Co. IZ LLC
New Suffolk Iand Co. ZIZ LLC
New Suffolk Land Co. IV IJC
PLRC, Znc.
Digicom, Znc,
Phlcozp, Znc.
Pine Ridge Winery, LLC
American Investment Holdings, LLC
Aviation Leasing Company, LLC
Baxter Znvestment Company, II.C
Leucadia Financial Corporation
Leucadia Znternational Cozporation
Leucadia Properties, Znc.
Silver Mountain Industries, Inc.
Telluride Properties Acquisition, Inc
Terracor II
WMAC Investment Cozporation
Canadian International Power Company Limited

Florida
FI,orida
Florida
Florida
Florida
Georgia
Idaho
Idaho
Idaho
Idaho
Idaho
Idaho
Idaho
Idaho
Idaho
Idaho
Idaho
Illinois
Indiana
Indiana
Michigan
Nevada
New York
New York
New York
New York
New York
New York
New York
New York
New York
New York
New York
New York
New York
New York
New York
New York
New York
New York
New York
Ohio
Pennsylvania
Texas
Utah
Utah
Utah
Utah
Utah
Utah
Utah
Utah
Utah
Wisconsin
Wyoming



Exhibit 21

LEUCADZA NATZONAL CORPORATION
Subsidiaries as of December 31, 2005, continued

Name
State/Country of
Incorporation

AC (Barbados) IBC, Inc.
Tele (Barbados) Inc.
Iguazu Ventures, Ltd.
LUK-Japan Ltd.
LUK Jersey (Holding) Limited
LUK (Jezsey) Limited
Antilles Crossing Holding Company (St.
Antilles Crossing (St Lucia) Limited
Iberia Exploraciones, S.A.
Antilles Crossing - St. Czoix, Inc.

Lucia) Limited

Barbados
Barbados
British Virgin Islands
British Viz'gin Islands
Jersey
Jersey
St. Lucia
St. Lucia
Spain
U. S. Virgin Islands

Subsidiaries not included on this list, considered in the aggregate as a single
subsidiary, would not constitute a significant subsidiary as of December 31,
200S.
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Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by reference in the Registration
Statement on Form S-8 (File No. 2-84303), Form S-8 and S-3 (File No. 33-6054),
Form S-8 and S-3 (File No. 33-26434), Form S-8 and S-3 (File No. 33-30277), Form
S-8 (File No. 33-61682), Form S-8 (File No. 33-61718), Form S-8 (File No.
333-S1494) and Form S-3 (File No. 333-118102) of Leucadia National Corporation
of our report dated March 8, 2006 relating to the financial statements,
financial statement schedule, management's assessment of the effectiveness of
internal control over financial reporting and the effectiveness of internal
control over financial reporting, which appears in this Form 10-K.

/s/ PricewaterhouseCoopers LLP

PricewaterhouseCoopers LLP

New York, New York
March 8, 2006
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Exhibit 23.5

Consent of Independent Registered Public Accounting Firm

We consent to the incorporation by reference in the Registration Statements on
Form $-8 (No. 2-84303), Form S-8 and S-3 (No. 33-6054), Form S-8 and S-3 (No.
33-26434), Form S-8 and S-3 (No. 33-30277), Form S-8 (No. 33-61682), Form S-8
(No. 33-61718), Form S-8 (No 333-51494)and Form S-3 (NO. 333-118102) of
Leucadia National Corporation of our report dated February 20, 2004, with
respect to the consolidated financial statements of WilTel Communications Group,
Inc. included in the Annual Report (Form 10-K) of Leucadia National Corporation
for the year ended December 31, 2005.

/s/ Ernst & Young LLP

Tulsa, Oklahoma
March 3, 2006
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Exhibit 31 1

CERTZ FZ CAT ZONS

Z, Zan M. Cumming, certify that:

I have reviewed this annual report on Form 10-K of Leucadia National
Corporation;

Based on my knowledge, this report does not contain any untrue
statement of a material fact or omit to state a material fact necessary
to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period
covered by this report;

Based on my knowledge, the financial statements, and other financial
information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows
of the z'egistrant as of, and for, the periods presented in this report;

The registrant's other certifying officers and I are responsible for
establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal
control over financial reporting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused
such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly
during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or
caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable
assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes
in accozdance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant's disclosure
controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls
and procedures, as of the end of the period covered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the registrant's
internal control over fi,nancial z'eporting that occurred during
the registz'ant's fouz'th fiscal quartez of 2005 that has
materially affected, or is reasonably likely to materially
affect the registrant's internal control over financial
reporting; and

The registrant's other certifying officers and I have disclosed, based
on our most recent evaluation of internal control over financial
reporting, to the registrant's auditors and the audit committee of the
registrant's board of directors (or persons performing the equivalent



functions)

(a) All significant deficiencies and material weaknesses in the
design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the
registrant's ability to xecord, process, summarize and report
financial information; and

(b) Any fraud, whether or not matexial, that involves management
or other employees who have a significant role in the
registrant's internal contx'ol over financial reporting.

Date: March 8, 2006
By /s/ Zan M Cumming

Zan M. Cumming
Chaixman of the Boar'd and
Chief Executive Officer



LEUCADIA NATIONAL CORP (LUK)

315 PARK AVE S
NEW YORK, NY 10010
212. 460.1900

u adi m

EX-31
JOSEPH S. STEINBERG EXHIBIT 31.2
10-K Filed on 03/08/2006 - Period: 12/31/2005
File Number 001-05721



Exhibit 31 .2

CERTIFICATIONS

I, Joseph S. Steinberg, certify that:

I have reviewed this annual z'eport on Form 10-K of Leucadia National
Corpozation;

Based on my knowledge, this report does not contain any untrue
statement of a material fact or omit to state a material fact necessary
to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period
covered by this report;

Based on my knowledge, the financial statements, and other financial
information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows
of the registrant as of, and for, the periods presented in this report;

The registrant's othez' certifying officers and I are responsible for
establishing and maintaining disclosure controls and pz'ocedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal
control over financial reporting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f) for the registrant and have:

(a) Designed such disclosure controls and pzocedures, or caused
such disclosuze controls and pzocedures to be designed under
ouz' supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiazies, is
made known to us by others within those entities, particulazly
duz'ing the period in which this report is being prepared;

(b) Designed such inteznal control over financial repozting, or
caused such internal control over financial reporting to be
designed under our supervision, to provide zeasonable
assurance regarding the reliability of financial zepozting and
the pz'eparation of financial statements foz external purposes
in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant's disclosure
controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls
and procedures, as of the end of the pez'iod covered by this
zeport based on such evaluation; and

(d) Disclosed in this report any change in the zegistrant's
internal control over financial reporting that occurzed during
the zegistrant's fourth fiscal quarter of 2005 that has
materially affected, or is reasonably likely to materially
affect the registrant's internal control over financial
reporting; and

The registrant's other certifying officers and I have disclosed, based
on our most zecent evaluation of internal control over financial



reporting, to the registrant's auditors and the audit committee of the
registrant's board of directors (or persons performing the equivalent
functions):

(a) All significant deficiencies and material weaknesses in the
design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the
registrant's ability to record, process, summarize and report
financial information; and

(b) Any fraud, whether or not material, that involves management
or other employees who have a significant role in the
registrant's internal control over financial reporting.

Date: March 8, 2006

By:/s/ Joseph S. Steinberg

Joseph S. Steinberg
President
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Exhibit 31.3
CERTZFZCATZONS

Z, Joseph A. Orlando, certify that:

Z have reviewed this annual report on Form 10-K of Leucadia National
Corporation;

Based on my knowledge, this report does not contain any untrue
statement of a material fact or omit to state a material fact necessary
to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period
covered by this repoz't;

Based on my knowledge, the financial statements, and other financial
information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows
of the registrant as of, and foz, the periods presented in this report;

The registrant's other certifying officers and Z are responsible for
establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal
control over financial reporting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused
such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly
during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or
caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable
assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes
in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant's disclosure
controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosuze controls
and procedures, as of the end of the period covezed by this
report based on such evaluation; and

(d) Disclosed in this report any change in the registrant's
internal control over financial reporting that occurred during
the registrant's fourth fiscal quarter of 2005 that has
materially affected, or is reasonably likely to materially
affect the registrant's internal control over financial
reporting; and

The registrant's other certifying officers and Z have disclosed, based
on our most recent evaluation of internal control over financial
reporting, to the registrant's auditors and the audit committee of the
registrant's board of directors (or persons performing the equivalent
functions):



(a) All significant deficiencies and material weaknesses in the
design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the
registrant's ability to record, process, summarize and report
financial information; and

(b) Any fraud, whether or not material, that involves management
or other employees who have a significant role in the
registrant's intexnal control over financial reporting.

Date: March 8, 2006

By: /s/ Joseph A. Orlando

Joseph A. Orlando
Chief Financial Officer
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Exhibit 32.1

CERTIFICATION
PURSUANT TO 18 U. S.C. SECTION 1350,

AS ADOPTED BY SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Ian N. Cumming, as Chairman of the Board and Chief Executive Officer of
Leucadia National Corporation (the "Company" ) certify, pursuant to 18 U. S.C. ss.
1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that
to my knowledge:

(1) the accompanying Form 10-K report for the period ending December 31,
2005 as filed with the U. S. Securities and Exchange Commission (the "Report" )
fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934, as amended; and

(2) the information contained in the Report fairly presents, in all
material respects, the financial condition and results of operations of the
Company.

Dated: March 8, 2006

By: /s/ Ian N. Cumming

Ian N. Cumming
Chairman of the Board and
Chief Executive Officer
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Exhibit 32 .2

CERTI FICATION
PURSUANT TO 18 U. S.C. SECTION 1350,

AS ADOPTED BY SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Joseph S. Steinberg, as President of Leucadia National Corporation (the
"Company" ) certify, pursuant to 18 U. S.C. ss. 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:

(1) the accompanying Form 10-K report for the period ending December 31,
2005 as filed with the U. S. Securities and Exchange Commission (the "Report" )
fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934, as amended; and

(2) the information contained in the Report fairly presents, in all
material respects, the financial condition and results of operations of the
Company,

Dated: March 8, 2006

By: /s/ Joseph S. Steinberg

Joseph S. Steinberg
President
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Exhibit 32.3

CERTIFICATION
PURSUANT TO 18 U. S.C. SECTION 1350,

AS ADOPTED BY SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Joseph A. Orlando, as Chief Financial Officer of Leucadia National
Corporation (the "Company" ) certify, pursuant to 18 U. S, C, ss. 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:

(1) the accompanying Form 10-K report for the period ending December 31,
2005 as filed with the U. S. Securities and Exchange Commission (the "Report" )
fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934, as amended; and

(2) the information contained in the Report fairly presents, in all
material respects, the financial condition and results of operations of the
Company.

Dated: March 8, 2006

By. /s/ Joseph A. Orlando

Joseph A. Orlando
Chief Financial Officer
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SBCURITIES AND EXCHANGE CQ)0(ZSSZOM
WASHINGTON, D C 20549

BN 10-K/A
(Amendment Ma. 1)

[x] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OP TBB SBCURZTZES EXCHANGE
ACT OP 1934 Por the fiscal year ended December 31, 2005

or
TBANszTIQM RBPDRT PURSUANT To sgcTIQM 13 QR 15 (d) oF THE sECURITIEs
EXCHANGE ACT OP 1934 For the tzansitian period from to

Cammissian file numbez: 1-5721

LBUCADIA NATIONAL CORPORATION
(Exact Name of Registrant as Specified in its Chazcez)

New York

(State or Other Jurisdiction af
Incorporation ar Organization)

13-25l5557

(Z.R, S. Employer Identification Mo. )

315 Park Avenue South
New York, Nsw York 10010

(212) 460 1900
(Address, Including Sip Code, and Telephane Number, Including Azea Code,

of Registrant's Principal Executive Offices)

Securities registered puzsuant to Section 12(b) of the Act:

Title of Each Class
Name af Bach Exchange
on Which Registered

Common Shares, par value $1 per share

7-3/4% Senior Notes due August 15, 2013

New York Stock Bxchange

Mew York Stock Exchange

7-7/89 Senior Subordinated Natea due OCtOber 15, 2006 Mew York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act:
Mane

(Title of Class)

Indicate by check mark if the zegistrant is a well-known seasoned issuer, as
defined in Rule 405 of ths Securities Act. Yes [x] Na [ ]

Indicate by check mark if the registrant is nat required to file repozps
pursuant to Sectian 13 oz Section 15(d) of the Act, Yes [ ] No [x]

Indicate by check mark whether the registrant. (1) has filed all reports
required ta be filed by Section 13 or 15(d) of ths Securities Bxchange Act of
1934 during the preceding 12 months (or for such shorter periad that ths
registrant was required to file such reports). and (2) has bssn subject ta such
filing zsguizements for the past 90 days. Yss [x) No [ ]
Indicate by check mark if disclosure of delinquent filsrs pursuant to Item 405
of Regulation S-K is nat contained hszein, and will not bs cantainsd. to the
best of registrant's knowledg ~, in definitive pzoxy or information statement
incorporated by reference in Part ZZZ of this Porn 10-K or any amendsmnt to this
Pars 10-K (x] .
Indicate by check mark whether the registrant is a 1args accelerated filer, an
accelerated i'iler, or a non-accelerated filer. Sss definitian of 'accelerated
filer and large accelerated filsz' in Rule 12b-2 of the Exchange Act. (Check
ons):

ZsLrgs Accelerated Piler [x] Accelerated Piler [ ] Non-Accelerated Piler [ ]
Indicate by check mark whether the zegistrant is a shell company (as defined in
Rule 12b-2 oi' the Exchange Act) . Yss [ ] No [x]

Aggregate market value of the voting stock of the registrant he1d by
nan-affiliates of the registrant at Guns 30, 2005 (computed by reference to ths
last reported closing sale price af the Ccsmson Shares an the Mew York Stack
Exchange an such date): 53,130, 795, 000.

On February 23, 2004. the Zegiatrsnt had autatanding 10$, 072.509 Camman Shares.

DOCDNRNTS INCORPORATED BY REPERENCR:

Certain portions of ths registrant's definitive proxy statement pursuant to
Regulatian 14A of the Securities Exchange Act of 1934 in cannsction with the
2006 annual meeting of shazmholders af the registrant are incorporated by
reference into pazt ZZZ of this Report.



Explanatory Note

We inadvertently omitted (i) the signature of PricewaterhouseCoopers LLP
and (ii) the March 8, 2006 date from PricewaterhouseCoopers LLp's &Report of
Independent Registered Public Accounting Firm" included in Item 15 of our Form
10-K for the fiscal year ended December 31, 2005, which was filed with the
Securities and Exchange Commission ("SEC") on March 8, 2006 (the "Form 10-K").

Zn order to comply with certain technical requirements of the sEC's rules
in connection with the filing of this amendment on Form 10-K/A, we are (i)
setting forth in this amendment the complete text of Item 15 (Exhibits and
Financial Statement Schedule), as amended and (ii) adding, as exhibits, certain
current dated certifications of our principal executive and principal financial
officers.

Except for the matters described above, this amendment does not modify or
update disclosures in, or exhibits to, the Form 10-K originally filed on March
8, 2006. Furthermore, except for the matters described above, this amendment
does not change any previously reported financial results, nor does it reflect
events occurring after the date of the original Form 10-K.
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SECURITIES AND EXCSANGE CO8081SSZON
MASEINGTON, D. C. 20549

PORN 10-X/A
(ANEBDNEWT NQ. 2)

[x] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF TRE SECURZTIBS EXCSANGE
ACI OP 1934 For che fiscal year ended December 31, 2005

oz
TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF TEE SECURITIES
EXCHANGE ACT OP 1934 Por the transition period fram to

Camissian file number: 1-5721

LEUCADZA RATIONAL CORPORATION
()Ixact Name of Registrant as Specified in ita charter)

lIEN YORK 13-2615557

(State Or Other Jurisdiction
of Inccrpozation or Organization)

(Z.R. S. Employer
Identification No. )

315 PARK AVENUE SOUTR
NEN YORK, NEW YORK 10010

(212) 460-1900
(Address, Including Zip Cade, and Telephone Number, Including Area Cade,

af Registrant's Principal Executive Offices)

Securities zegistered pursuant to Section 12(b) af the Act:

Title of Each Class
Name of Each ~ge

on Which Registered

COMMON SNARRSt PAR VALUE $1 PER SNARE

7-3/4% SENIOR NOTES DUB AUGUST 15, 2013

NEW YORK STOCK EXCRANGE

MEW YORK STOCK EXCBANGE

7 7/8% SENIOR SUEORDZNATED NOTES DUS OCTOBER,15, 2006 MEW YORK STOCK EXCRAMGE

Securities registered puz'suant to Section 12(g) of the Act:

NONE.
(Title of Class)

Indicate by check mark if the registrant is a well-known seasoned issuer, as
defined in Role 405 af the Securities Act. Yes [x] Na [ ]

Indicate by check mark if the registrant is not required to file reports
pursuant to Sectian 13 or Section 15(d) of the Act Yes [ ] Na (x]

Indicate by check mark whether the registrant: (1) has filed all reports
required to be filed by Section 3.3 ar 15(d) of the Securities Exchange Act of
3.934 during the preceding 12 months (or for such shorter period that L'he
registrant wae required to file such reports), and (2) has been subject to such
filing requirements for the past 90 days. Yes [x] No [ ]
Indicate by check mark if disclosure of delinquent filers pursuant to Item 405
af Regulatian s-K is not contained herein, and will not be contained, to the
best of registrant's knawledge, in definitive proxy or information statement
incorporated by reference in Part ZZI of this Form 10-K oz' any amendment to this
Farm 10-K [x] .
Indicate by check mark whether the registrant is a large accelerated filer, an
accelerated filer, or a non-accelerated filer. See definition of "accelerated
filez and large accelerated filer' in Rule 12b-2 of the Exchange Act. (Check
ane):

Large Accelerated Piler [x] Accelerated Filer [ ] Nan-Accelerated Filer [ ]
Indicate by check mark whether the registrant is a shell campany (as defined in
Rule 12b-2 of the Bxchange Act) . Yes [ ] No [x]

Aggregate market value of the voting stock of the registrant held by
non-affiliates of che registrant at Ague 30, 2005 (computed by reference ta the
last zepazted closing sale price of the Common Shares on the New Yozk Stock
Bxchange on suah date): $3, 130,796, 000.

Qn Pebzuazy 23, 2006, the zegistzant bad outstanding 105,072, 508 Conman Shares.

DOCUMENTS INCORPORATED BY RBPBRENCE:

Certain portions of the registrant's definitive prexy statement pursuant to
RegulatiOn 14A of the Securities Exahange Act of 1934 in Connection with the
2006 annual meeting of shareholdezs of the registrant are incorporated by
refezence into Part IZZ of this Repart.



EXPLANATORY NOTE

This report on Form 10-K/A amends and restates in its entirety Item 15
of the Annual Report on Form 10-K, as amended, of Leucadia National Corporation
(the "Company" ) for the fiscal year ended December 31, 2005 to reflect that the
financial statements referred to in Item 15(c) (1), (2), (3) and (5) have been
filed herewith pursuant to Item 3-09(b) of Regulation S-X;
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[x] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE SBCURZTZES EXCHANGE
ACT OF 1934 For the tiscal year ended Decembez 31, 2005
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EXCEANOR ACT OP 1934 Faz tbe transition Pez'iad from ta
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NBW YORK STOCK EXCHANGE

NEW YORK STOCK EXCHANGE

7-7/84 SENIOR SUBORDINATED NOTES DUE OCTOBER 15, 2006 NEW YORK STOCK EXCHANGE

Securities registered pursuant to Section 12(g) of the Act:
NONE.

(Title af Class)

Zndicste by check mark if the registrant is a well-known seasaned issuer, as
defined in Rule 405 of the Securities Aat. Yes [X] Na [ ]

Indicate by check mark if the registzsnt is nat required ta file reports
pursuant to Section 13 ar Section 15(d) of the Act. Yes [ ] No [X]

Zndicate by check mark whether the registrant; (1) has filed all reports
zequired to be tiled by Section 13 ar 15(d) at' the Securities Exchange Act of
1934 during the preceding 12 months (or foz such shorter peziod that the
registzant was zequired to file such zepozts), and (2) has been subject to such
filing requizements far the past 90 days. Yes [X] No [ ]

Indicate by check maz'k whether the registrant is a lazge accelerated filer, an
accelerated filer, or a nan-accelezated filer. See definition of "accelerated
filer and large accelsz'ated filer' in Rule 12b-2 of the Exchange Act. (check
one):
Lazge Accelerated Filer [X] Accelerated Piler [ ] Nan-Accelerated Pilez [ )

Zndicate by check sazk whether the registrant is a shell campsuy (as defined in
Rule 12b-2 of the Exchange Act) . Yes [ ] Na [X]

Aggregate sazket value of the voting stock of the registrant held by
nan-affiliates of the registrant at June 30, 2005 (computed by reiezencs to thelast reported closing sale price af the Common Shazss on the Hew Yozk Stock
Esohange on such date): $3,130, 796, 000.

on pebzuary 23, 2006, the registrant had outstanding 106,072, 508 common shazes.

DOCOWENTS INCQRPQRATED BY REPERENCE:

Indicate by check sark if disclosure of delinquent filezs pursuant ta Item 405
af Regulation 6-K is not contained herein, and will not be cantained, to the
hest of registrant's knowledge, in definitive proxy ar infazsation statement
incorporated by reference in Part ZZI of this Form 10-K or any amendment to this
Pozm 10-K [X] .

Certain portions of the registrant's definitive proxy statement pursuant to
Regulation 14A of the Securities Exchange Act of 1934 in caanection with the
2006 annual meeting of shareholders of the registzant are incorporated by
zeferencs into Part ZZZ of this Repozt.



EXPLANATORY NOTE

This report on Form 10-K/A amends and restates in its entirety Item 7
of the Annual Report on Form 10-K, as amended, of Leucadia National Corporation
(the &Company"), for the fiscal year ended. December 31, 2005 (the "2005 10-K"),
and also amends and restates in its entirety Item 15 of the Company's 2005 10-K
to reflect that the financial statements referred to in Item 15(c)(6) have been
filed herewith pursuant to Item 3-09(b) of Regulation S-X:



EXHIBIT 9

Corporate Diagrams for Asset Transfer
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